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There’s Good Reason for the Preference 
For BARBER REGULATORS 


OR exact control of outlet pressure, either on service line 

or almost any household or commercial gas appliance 

hundreds of thousands of Barber Regulators, long in service 

testify to the merit of this precision device. It contributes ta 

— safety and fuel economy. It responds to a minute pressure 

Certified by A.G. A, top, and is built to function indefinitely without repairs o 

Testing Laboratory. adjustment. Extra rugged body, all inside materials corrosion 
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Wtee te your trade. non-deteriorating diaphragms (specially treated diaphragm 

Prices on Barber Con. are supplied for Butane-Propane or bottled gases). Be safe 

version and Appliance — insist on genuine Barber Regulators for appliances yo 
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PusLic Utitiries ForRTNIGHTLY . . 
sands for Federal and state regu- 
lation of both privately owned and 
erated utilities and publicly owned 
and operated utilities, on a fair and 
tondiscriminatory basis; for nondis- 
ciminatory administration of laws; 
for equitable and nondiscriminatory 
taxation; and, in general—for the per- 
petuation of the free enterprise sys- 
tem. It is an open forum for the free 
expression of opinion concerning pub- 
lic utility regulation and allied topics. 
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Steam requirements for the new 
kw. Lumberton (North Carolina) 
of Carolina Power & Light Compan 
supplied by two Babcock & Wilcox 
ant Boilers. Each unit is design 
425,000 pounds of steam per hour at 
psi, 955 F. The arrangement of the 
fuel burners together with gas b 


control extends the effective coal- 


steam-temperature control range of 
units down to approximately one-thi 
full load. Semi-outdoor construction 
boilers completely exposed, effected 

economies in the initial cost of this 
plant. Designers and construction s 
visors are Ebasco Services, Inc. 


view of Lumberton 
gm-Electric Plant 
pwing outdoor 
allation of two 
W Radiant Boilers 


46 recent B&W Boiler designs are 
described in the newest edition of 
“Central-Station Boilers," Bulletin 

G-67, now available. 











O™ of the most amusing examples 
of modern satire can be found in 
the writings of the well-known and late- 
lamented humorist, Will Cuppy, whose 
whimsical little pieces on the odd and 
quaint habits of animal life used to be 
featured in The Saturday Evening Post. 
In an earlier work, “How to Become 
Extinct,” and a recent posthumous vol- 
ume, The Decline and Fall of Practical- 
ly Everybody, Cuppy keeps returning 
to the paradox that extinction has often 
been the result of perfection and accom- 
plishment rather than inadequacy, stupid- 
ity, or other defects. 


THE prehistoric saber-toothed tiger 
was the fighting champion of his day. 
He became such a superb fighting ma- 
chine that he ate up all his competition 
and died of starvation. Rabbits marooned 
on an island become so proficient at re- 
production that they overpopulate and 
entirely consume their own available 
natural food supply. One could go on and 
on with such biological examples of how 
“the path of glory leads but to the grave.” 


THERE may be a serious thought in all 
this, for homo sapiens, as he stands on 


© Fabian Bachrach 
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JANE ESHLEMAN CONANT 


the threshold of an atomic age and finds 
in his own hands a perfect instrument 
for his own annihilation. The answer to 
this problem of the human race getting 
too smart for its own good, may be found 
in the simple lesson of codperation. The 
saber-toothed tiger was a rugged indi- 
vidualist, too proud to vary his diet or 
share his fortunes with other species. If 
the human race is to survive the threat 
of atomic destruction, codperation at all 
levels and a renewed faith and confidence 
in each other are necessary steps. 


5 may throw some side light on 
planning civilian defense. Recently, 
our Federal government put out a popu- 
lar priced little bulletin telling the indi- 
vidual citizens what to do, in case of an 
atomic bomb attack (provided they are 
lucky enough to escape the first blast). 
But the burden of civil defense planning 
must rest on a broad, codperative basis, 
including individuals, all branches of 
government, industry, business, social, 
religious, and other organizations. And 
by no means the least of these factors are 
the operating public utilities with their 
rich background of experience in the 
structure of any given local area or 
community. 
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@ Scientists once marveled at 


these “Jumbo” dynamos which 
were installed in the first Edison 
Electric Lighting Station in 
New York City. Yet you could 
scarcely visualize them in the 


modern plant of today. 


Financing programs can be- 
come outmoded, too—more 
' rapidly than you might think. 
Has your organization an 
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up-to-date approach to the 
financial community—a com- 
prehensive program fully 
geared to meet today’s chang- 
ing conditions? 

Specialists in our Public 
Utilities Department will be 
glad to discuss such matters 
with you at any time—are in 
a position to give you expert 
help and guidance. 


IRVING TRUST COMPANY 


ONE WALL STREET 
Capital Funds over $118,000,000 


Wituram N, Enstrom, Chairman of the Board 


NEW YORK 15, N.Y. 


Total Resources over $1,200,000,000 
Ricuarp H, West, President 


Public Utilities Department 
Tom P, Waker, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





PAGES WITH THE EDITORS (Continued) 


Few of the oldest inhabitants of any 
city know as much about the real layout 
of the streets and houses and general ter- 
rain of their community as the gas, elec- 
tric, telephone, and transit utilities. It 
has long been the utility company’s busi- 
ness to know the locations of mains, 
conduits, pipes, and drains, and similar 
arteries and veins of modern urban 
civilization. 


For this reason we think our readers 
will find the leading article in this issue 
a most timely contribution on the sub- 
ject of civilian defense. The author is 
a well-known, respected figure in state 
regulatory circles. He is BENJAMIN F. 
FEINBERG, chairman of the New York 
Public Service Commission, who dis- 
cusses the part which utilities must play 
in civil defense planning. Utility officials 
in particular will want to read CHAIR- 
MAN FEINBERG’S analysis of the need for 
leaving much of the responsibility for 
such planning in the well-qualified hands 
of local utility management. 


A LAWYER by profession, CHAIRMAN 
FEINBERG has served as a judge in his 
home city of Plattsburg and for seventeen 
years was a member of the New York 
state senate. He was born at Malone, 
New York, on October 23, 1888, and re- 
ceived his early education in Altona, 
New York, public schools and Mooers 
High School and training class. He 
taught school in Altona and in 1908 he 
became principal of Altona Union Free 


HUGH E. O'DONNELL 
NOV. 23, 1950 


School. In the years that followed he 
attended Albany Law School of Union 
University and was graduated in 1911 
with the degree of LLB. The same year 
he was admitted to the bar and in 1912 
he entered private practice. 


CHAIRMAN FEINBERG’S first public of- 
fice was as city judge in Plattsburg, in 
which capacity he served from 1922 to 
1924. In the fall of 1932 he was elected 
to the New York state senate on the Re- 
publican ticket and was reélected eight 
consecutive times. He was appointed to 
the New York Public Service Commis- 
sion by Governor Dewey in 1949, 


* * * * 


a. « in this issue is an article “Public 


Utility Sight-seeing Technique,” 
beginning on page 735, which is the prod- 
uct of JANE ESHELMAN Conant, a San 
Francisco lady journalist. She describes 
the technique developed by a Pacific 
coast electric utility for conducting sight- 
seeing tours of plant facilities—some of 
which are at a considerable distance. She 
is at present a member of the editorial 
staff of the San Francisco Call-Bulletin. 
She is a graduate of the University of 
California and daughter of California’s 
late Lieutenant Governor John M. Eshel- 
man, who at one time was president of 
the California Railroad Commission. 

x * * x 


ft instalment series are completed 
in this issue. The authors of both 
have been already described in “Pages 
with the Editors” in previous issues. On 
page 744 Hucu E. O’Donne tt, KC, of 
the Montreal bar completes his 2-part 
article entitled “Development of Rate 
Regulation in Canada.” On page 753, 
Dr. J. RHOADs Foster and Dr. BERNARD 
S. Ropey, JR., two well-known author- 
ities on public utility accounting, conclude 
their series of three articles excerpted 
from their forthcoming volume on public 
utility accounting, soon to be published 
by Prentice-Hall, Inc. 


THE next number of this magazine 
will be out December 7th. 


A. Cahétlitec 
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Suggestion 
for getting 
work done 
faster 


HIS is a drawing of an early American 
office machine—the Beach Typewriter. 


As you can see, it utilized thin rolls of paper 
similar to today’s stock ticker tape, and un- 
doubtedly was a speed marvel of its day. 


The constant endeavor to improve office ma- 
chines has resulted in some mighty efficient 
equipment to simplify today’s office routines. 


Today, for example, many utilities (perhaps 
yours, too) have consumers’ usage data com- 
piled for them on a machine especially devel- 
oped for the industry. 











ca 


Courtesy Bettmann Archives 


The Bill Frequency Analyzer, developed by 
the Recording and Statistical Corporation, 
analyzes as many as 200,000 bills each day. 


The Analyzer turns out work at only % the 
cost of having the work done in your offices. 
If you are not presently using this remarkable 
service, why not... 


Send for FREE booklet 
“The One Step Method of Bill Analysis” tells 
more about this accurate and economical 


method of compiling consumers’ usage data. 
Write today. 


Recording and Statistical 
Corporation 


100 Sixth Avenue, New York 13, N. Y. 
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Coming IN THE NEXT ISSUE 


* 





How Will We Keep the REA Co-ops Down on the Farm? 

With the recent election of the new Congress, there is likely to be more 
scrutiny of Federal spending and lending policies. The problems presented 
by REA's so-called "super co-op" program will then come in for a fair 
share of attention. Representative Boyd Tackett, Arkansas Democret, and 
long-time friend of REA, has written a thoughtful analysis of REA's practice 
of making large loans to nonoperating codperatives for generating and 
transmission lines to be turned over to other Federal agencies on a lease 
basis. Do such loans represent a departure from the original intent of Con- 
gress? Or do they promote rural electrification at this phase of its 
development? 


Nothing Can Stop Utility Service 


Utilities must use the surface or undersurface of city streets for their dis- 
tribution network. The companies, however, are not guaranteed that a 
certain area, above or below the paving, is their permanent domain. New 
construction frequently requires extensive and expensive changes. A. Bryan 
Marvin, of the Consolidated Edison Company of New York, Inc., uses the 
recent construction of the new United Nations’ headquarters and the Brook- 
lyn Battery tunnel as case material to demonstrate ticklish tasks confronting 
the utility, in relocating distribution facilities without interrupting service. 


Sedimentation at Hydro Reservoirs 

Hydroelectric dams and other dam structures are of such a lasting nature 
that they may even defy depreciation estimates. But the usefulness of such 
structures may be seriously if not permanently impaired, over the long 
range, due to the silting up of reservoirs behind such dams. What is the 
nature of this sedimentation and its rate of progress? Will such dams ever 
become comparable to the pyramids—expensive but useless monoliths? 
Elmer K. Nelson, staff engineer of the Senate Interior and Insular Affairs 
Committee, discusses the over-all problem of such sedimentation from the 
standpoint of government construction. 


Building Load with a Bunch of Cards 

A system successfully developed during the war for supplying industry cus- 
tomers with information on the location of all kinds of machine tools has 
been adapted to peacetime use. This service to large and small manufac- 
turers has been produced to cover information on available factory space 
already connected with the electric distribution system. James H. Collins, 
California author of business articles, explains how any utility company 
can perfect a ready-reference system to answer telephone inquiries. 


* 


A | SO .. . Special financial news, digests, and interpretations of court and 
commission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, Investors, and others. 
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KINNEAR Metal Rolling Doors 


Reducing door costs is not the only gain 
you make when you install Kinnear Rolling 
Doors. You also help cut other plant costs, 
in many ways. 

Coiling upward action permits full use of 
all floor and wall space around openings, 
at all times. You can stack materials within 
an inch or two of the door, inside or out- 
side—or on both sides—without impeding 
its action. This promotes more efficient 
handling of door traffic, deliveries, and 
shipments. 

The smooth, easy action of Kinnear Rolling 
Doors saves time and labor—and no other 
type of door is so well adapted to the extra 
advantages of motor operation. With push- 
button controls at any desired number of 


The KINNEAR Manufacturing Co. 
Factories: 2060-80 Fields Ave., 
Columbus 16, Ohio 


1742 Yosemite Ave. 
San Francisco 24, Calif. 
Offices and Agents in All Principal Cities 


convenient points, the door can be raised 
or lowered quickly at a second’s notice. As 
a result, they are consistently closed more 
quickly after being opened, which brings 
important reductions in heating and air- 
conditioning costs. 


When opened, the doors remain completely 
out of the way, safe from damage by winter 
vehicles. When closed, their rugged all- 
metal interlocking-slat curtain assures ex- 
tra protection against fire, intrusion, wind 
and weather. 

Kinnear Rolling Doors are built in any size, 
to meet the particular specifications of each 
opening, in old or new buildings. Motor 
or manual control. Write for full informa- 
tion. 


Saving Ways in Doorways 


KINNEAR 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





CCaoukelle Cake 


“There never was in the world two opinions alike.” 


Jay C, HorMEL 
Chairman, George A. Hormel 
& Company. 


Dwicut F. BENTON 
General manager of sales, 
Standard Oil Company 
(Indiana). 


BENJAMIN F., Fatr_ess 


President, U. S. Steel Corporation. 


Epwin G. Nourse 
Economist. 


EpItorIAL STATEMENT 
Los Angeles Times. 


M. S. RUKEYSER 
Columnist. 


Evmer L. LINDSETH 
President, Cleveland Electric 
Illuminating Company. 
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“In our zeal to enforce fair play in business, we have 
gotten to the point where, in some cases, it seems that 
there are more referees than players.” 


* 


“IT have great confidence that Americans everywhere 
believe in freedom and want to keep it but they must 
see the danger to freedom if they are to fight for it.” 


> 


“Nothing that harms American business can possibly 
help the American people; and nothing that injures the 
American people can ever prosper American business.” 


* 


“When you pile a war scare—World War III or recur- 
rent Koreas—on top of a peacetime inflationary binge, you 
subject your economy to the biggest burden, the most 
dangerous strain you can.” 


* 


“Need it be said that all corporation taxes, of whatever 
nature, are passed on? We fool ourselves when we speak 
of corporations ‘enjoying’ prosperity or ‘making fat prof- 
its.’ Only individuals have capacity to.enjoy anything. Only 
individuals, in the last analysis, pay taxes.” 


> 


“The value of a free economic society, in contrast to 
totalitarianism, is being tested in the world today. It is 
desirable to stimulate our system to work efficiently within 
the framework of its own genius. Thus it would be ex- 
tremely unwise to handicap the effectiveness of the system 
by substituting for the prudent analysis of responsible 
management the careless advice and back-seat driving of 
speculative economists sitting in high official posts.” 


> 


“One of the most difficult aspects of this problem of 
deserving public confidence is the fact that some business- 
men are guilty of the same derelictions they criticize in 
others. Some of them also have the ‘gimmies.’ The moral 
is obvious. Businessmen must stop acquiescing in govern- 
ment intervention which doesn’t seem to directly concern 
them. They will have to quit taking a handout from Uncle 
Sam with one hand, while they take a poke at bureaucrats 
with the other.” 


12 
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14 REMARKABLE REMARKS—( Continued) a 
Hersert H. LEHMAN “The charge of ‘Socialism’ is most often made by men 
U. S. Senator from New York. who pay lip service to ‘freedom’ but mean only their 


freedom to exploit others.” 


> 


Ciaupe E, Putnam “Let government practice what it preaches. Let govern- 
President, National Association ment pull in its belt too. Let’s have some austerity in 
of Manufacturers. government too. This is an emergency for the people’s 


government as well as for the people.” 


> 


Matcotm F. McNair “Present and proposed government controls are for the 

Professor of retailing, Harvard most part fake controls set up for purposes of political 

‘Graduate School of Business window dressing. They do not get to the heart of the 

Administration. problem—namely, siphoning off of surplus purchasing 
power. 


> 


A. WHITNEY GRISWOLD “No one is born to drudgery in a democracy, and if 
President, Yale University. drudgery is thrust upon us—as it is in some form or other 
upon all of us—the liberal arts are its antidote, We are all 
voters, and as such all equally in need of as much en- 
lightenment as education can give us.” 


> 


Epitor1AL STATEMENT “So long as the administration continues spending bil- 
New York Journal American. lions it does not have in support of its countless intrigues 
for the socialization of America and its ruinous schemes 
for raising living standards everywhere in the world but 
here, the debt which future generations of Americans will 

have to pay will go on growing.” 







































> 
CANoN BerNnarp Ippincs BELL “For society there is danger of the gravest instability 
Episcopal scholar and educator. when its youth are unchallenged in the impression that 


one may eat one’s cake and have it too, that there can 
be reward without quest, wages without work, a mas- 
ter’s prestige without a master’s skill, marriage without 
fidelity, national security without individual sacrifice. Un- 
fortunately these notions—as lightheaded as they are 
lighthearted—are only too characteristic of the American 


temperament.” 
* 
Gustav METZMAN “The railroads prefer to pay their own way, and do pay 
President, New York Central their own way in the best American tradition. The rail- 
Raiiroad. roads do not ask, and do not take, handouts. The railroads 


want only the opportunity—but they do want the oppor- 
tunity—to compete on even terms with their competitors, 
and let the best man win. Impartial authorities estimate 
that direct and indirect Federal subsidies to highway, air, 
and water transportation will climb this year to more than 
$1,350,000,000. Including the amounts being expended by 
state and local governments, the total of such govern- 
mental expenditures has jumped to something like two 
and one-half billion dollars annually.” 
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Millions for Defense! 


Millions of dollars in the past and present ... 
Millions more in prospect as the only tribute 
we'll ever pay to protect our way of life, or the 
country we live in. Millions of dollars for ships, 
tanks, food, guns, and planes .. . for the stagger- 
ing amounts of heat, light, and power that it 
takes to produce them. 


* . * 


HATS WHY so many utilities across the country today are 

doing all they can to accelerate their expansion programs 

. are suddenly faced with the problem of financing the 
tremendous outlays required for “overnight” expansion. 


If this is a problem your company has to face, perhaps we 
can help. 


Because over the years we have managed to help any number 
of utilities in similar situations — will be glad to discuss yours 
with you at any time. 


We make no charge for this service, of course, will be happy 
to help you work out the most sensible program for raising 
the funds you need. 


Of course, if it should come to marketing your securities, we 
think you can use our facilities to good advantage. 


We have 100 offices in 97 cities from coast-to-coast, a knowledge 
of markets backed by years of experience, and a sales staff more 
than 900 strong to help control the distribution of your securities 

. to spread or to concentrate their ownership pretty much 
as you see fit. 


If you'd like to discuss your situation with us, in confidence of 


course, just write Department 98 — 


Underwriting Division 


MERRILL LYNCH, PIERCE, FENNER & BEANE 


Underwriters and Distributors of Investment Securities 
Brokers in Securities and Commodities 


70 PINE STREET NEW YORK 5, N. Y. 
Offices in 97 Cities 
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DANSKAMMER POINT 
STEAM STATION 


CENTRAL HUDSON GAS & ELECTRIC CORPORATION 





The C-E Unit shown here is in process of fabrication for the 
Danskammer Point Steam Station of the Central Hudson Gas & 
Electric Corporation, south of Newburgh, N. Y. 


The Unit is designed to serve 65,000 kilowatts of electric gen- 
erating Capacity at a throttle pressure of 1450 psi, with primary steam 
temperature at 1000 F reheated to 1000 F. 


This steam generator is of the radiant type with a reheater section 
located between the primary and secondary superheater surface. A 
finned tube economizer section is located below the rear superheater 
section, and a tubular type air heater follows the economizer. 


The furnace is fully water cooled, using closely spaced plain tubes. 
It is of the basket-bottom type, discharging to a sluicing ash hopper. 


Pulverized coal firing is employed, using bowl mills and tilting 
tangential burners. Arrangements are made to burn oil when and 
as desired. B-441A 





COMBUSTION ENGINEERING— 
SUPERHEATER, INC. 


200 MADISON AVENUE * NEW YORK 16, N 





ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND 
STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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Public utility companies throughout the country are discovering new 
economies through use of the Remington Electri-conomy Typewriter 
—the new electric typewriter that can slash typing costs, 
increase typing output and perform all typing requirements 
with greater ease—greater speed—greater accuracy. 

In test after test where the Electri-conomy Typewriter 
has been installed, the increased typing output is piling up extra 
profits— 10% ... 20% ... 50% and even higher are the 
savings percentages reported by highly satisfied users. 

Mail coupon for the amazing economy story of the new Remington 


Electri-conomy Typewriter. 





gto 
yrit@ake the Elecfri-conomy Test in Your Office Today! 


Remington Rand, Room 2500, 315 Fourth Avenue, New York 10, N. Y. 


0 Please send me FREE copy of “Electric Typing vs. Manual Typing.” 
0 Please have your representative call to make the FREE Electri-conomy Test in my office — without obligation, 
of course. 


NAME__ 
COMPANY. 


ADDRESS. 
CITY. ZONE STATE 














Remington Rand Inc. 
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How to develop 


the potential ability 


of your 


supervisors | 






Povcsiiteneny after 
‘ another, the group-conference system has proved 
“to >be a profitable method for training supervisors to ... . 


_ Develop management ability. 
e Apply policies and procedures uniformly. 
< Uncover weak spots in rent, ‘sn cag 





Free aeag Write for your Two Rector Street. Peal 
a ‘helpful ‘article, New York 6, N.Y. — 


nent’ Development”. . AE ‘ 
| TEBASCOR 
bas, a Se RE OS GS ES — ta at See g "tenes, ecoo™ 


Appraisal . Budget . Business Studies - Consurting Engineering * Design & Construction . Financial . Industrial Relations . 
laspection & Expediting . insurance & Pensions . Purchasing » tek er ee. eee Taxes - Traffic 
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SERVING THE PUBLIC AND 
INDUSTRY 24 HOURS A DAY 


COLUMBIA 
GAS 
SYSTEM 





The Manufacturers Light and Heat Company 
United Fuel Gas Company 
The Ohio Fuel Gas Company 
Atlantic Seaboard Corporation 
Amere Gas Utilities Company 
Virginia Gas Distribution Corporation 
Virginia Gas Transmission Corporation 
Big Marsh Oil Company 
Central Kentucky Natural Gas Company 
Binghamton Gas Works 
Cumberland and Allegheny Gas ashi 
<= Eastern Pipe Line Company 
> ~ 5 Home Gas Company 

ve ee 3 The Keystone Gas Company, Inc. 

ws ||) == Natural Gas Company of West Virginia 
Bes, ee The Preston Oil Company 
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A Shop on wheels 


built to take the trouble out of trouble-shooting 





This new International Truck 
will help prevent the lost time 
and lost tools that mean trouble 
on trouble-shooting jobs. 
Specially-designed all-steel 
body is built like a safe, and 
gives a service man more com- 
partment area for tools and sup- 
plies. Equipment is protected 
from the weather and kept in or- 
der under lock and key. 

There’s extra power, pep and 
economy in International’s new 
Silver Diamond valve-in-head 
engine, developed for light trucks 
at a cost of 11 million dollars. 
That new Comfo-Vision Cab is 
the “roomiest on the road”—with 
controlled ventilation, big one- 
piece Sweepsight windshield. 


Super-steering gives the driver 
greater control, a more comfort- 
able position. 

And this truck is heavy-duty en. 
gineered—built with extra stam- 
ina by specialists who developed 
heavy-duty International Trucks, 
the leaders in the field. 

if that sounds good on paper, 
the next step is in the direction 
of your International Truck 
Dealer or Branch salesman. It 
will be a move for the good of 
your business— why not make it 
now? 


International Harvester Builds 
McCormick Farm Equipment | 

Farmall Tractors... Motor Trucks 

Industrial Power... Refrigerators and Freezers 


Heavy-Duty Engineered fo save you money 


INTERNATIONAL <> TRUCKS 


INTERNATIONAL HARVESTER COMPANY CHICAGO 
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| Trucks, § Béizon Electric Institute, Industrial Relations Committee, will hold meeting, New York, 
- Dec. 13, 1950. 

| paper, 

: : { Building Industry Employers of New York State will hold meeting, New York, 
lirection N. Bec. 14-16, 1950. © 
| Truck 
man. It 

q Inter- Ameren Association of Broadcasters ends second general assembly, Sao Paulo, 
= of Brazil, S. A., 1950. “ 

make it 





1 ee Society of Mechanical Engineers begins annual meeting, New York, N. Y., 





| { American Gas Association-Southern Gas Association begin joint employees relations 
conference, New Orleans, La., 1950. 





q > Water Conservation Conference begins, Purdue University, Lafayette, Ind., 





b | Se <a AA Association will hold Home Service Workshop, Washington, D. C., 
an. 3-5 





1 y= ty pree Works Association, Arizona Section, begins annual meeting, Tucson, 
riz., 











z DECEMBER 4 





: ts, — Contractors Association will hold annual convention, Houston, Tex., Jan. 


> 





9 American ra aay FF A Mechanical Engineers ends national power exposition, re 
New York, ! 


~ 
® 





b | Fame Society of Refrigeration Engineers begins annual meeting, New York, N. Y., 





{ Institute of Cooking ond ae Appliance Manufacturers begins semiannual meet- 
ing, Cincinnati, Ohio, 19 


z=in 





{ American Water Works Association, New York Section, will hold luncheon meeting, 
New York, N. Y., Jan. 16, 1951. . 
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{ County Engineers of Iowa begin annual meeting, Iowa State College, Ames, Iowa, 1950. 
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Cross-country Fuel 


Section of 26-inch natural gas line connecting 
Baltimore’s distribution. 





Public 
Utilities 


FORTNIGHTLY 


Vor. XLVI, No. 11 


NovEMBER 23, 1950 


Public Utilities and Civil Defense 


A discussion of the part which utilities must play in civil defense 

planning. Utility officials in particular will want to read Chair- 

man Feinberg’s analysis of the need of leaving much of the 

responsibility for such planning in the well-qualified hands of 

local utility management, with its rich background of experience 
in the layout of any given community. 


By tHE HonorastE BENJAMIN F. FEINBERG* 
CHAIRMAN, NEW YORK PUBLIC SERVICE COMMISSION 


UBLIC utilities are playing a vital 
role in civil defense functions in 


the state of New York. Although 
the same general program is being fol- 
lowed by utilities throughout the state, 
so that all may aid in event of emer- 
gency conditions in any affected area, 
nevertheless each utility has its direct 
responsibility in the territory it serves. 
This follows from the basic concept 
stressed by the New York Public Serv- 


*For additional personal note, see “Pages 
with the Editors.” 
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ice Commission that utility operators 
are the ones best qualified to advise on 
the utilization of their systems for de- 
fense purposes. 

A résumé of the procedures adopted 
and the experience thus far gained 
should be of general interest as giving 
one state’s approach to a problem that 
is national in scope. To bring a subject 
of this magnitude down to reasonable 
limits, this article will be concerned 
primarily with the general program 
adopted, the role of the regulatory au- 
NOV. 23, 1950 
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thorities, the possibilities of adapting 
normal utility operations to defense 
needs, and, in respect thereto, certain 
special problems faced by public utili- 
ties. 


State Civil Defense Law 


| ane a few words concerning the 
New York State Civil Defense Law 
enacted this year. It provided for an 
office of civil defense in each city and 
each county, or under appropriate cir- 
cumstances for a consolidated author- 
ity for two or more adjacent cities or 
of county with any cities therein. The 
local defense director is responsible for 
the carrying out of proper measures 
within his defense area. 

The statute also created a 9-man 
commission, with a nucleus of seven 
state department heads, including the 
writer, the other two members being 
appointed by the governor. This New 
York State Civil Defense Commission 
has among its various powers and 
duties the utilization of the services of 
Federal and state agencies and local 
defense directors in matters relating 
to civil defense. 


Utility Program in General 


HE New York State Civil Defense 

Commission by letter of its chair- 
man, General Lucius D. Clay, dated 
August 2, 1950, designated the public 
service commission and its chairman as 
responsible for the taking of measures 
to assure continuity of intrastate utility 
services to local areas in event of dis- 
ruption of normal operation by outside 
enemies. 

This letter followed in broad aspects 
the preliminary discussions between 
representatives of the two commissions 
as to the manner in which the public 
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service commission and the public utili- 
ties under its jurisdiction could assist 
local defense directors in preparing for 
the defense of local areas. Specifically, 
the letter directed, among other things, 
that the public service commission : 


(a) Offer local defense directors the 
services of trained personnel capable of 
advising on availability of emergency 
public utility services in event of enemy 
attack. 

(b) Arrange for representatives 
from each local public utility to act as 
advisers if so desired by local defense 
directors. 

(c) Arrange for teams of experts 
for each strategic area in the state, to 
be available immediately in emergen- 
cies to advise and assist local defense 
officials on public utility matters. 

(d) Arrange within the limits of 
commission jurisdiction, and through 
local defense offices, for emergency in- 
terconnections with neighboring utili- 
ties. 

(e) Take immediate steps to ac- 
quaint officials of all public utility com- 
panies under commission jurisdiction 
with the necessity of codperating with 
local defense officials and with their 
responsibilities under the Civil Defense 


Law. 

A gauge of the scope of the assign- 
ment is given by the fact that some 
three thousand public utilities are sub- 
ject to the jurisdiction of the commis- 
sion. These are spread over 108 local 
defense areas, each under its own di- 
rector. 


|e gonarny August the commission 
staff held numerous conferences 
with representatives of the major 
privately owned electric, gas, tele- 
phone, water, railroad, omnibus, and 
trucking companies or systems in the 
state, and with representatives of trade 
agencies and utility associations. The 
utility representatives themselves con- 
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PUBLIC UTILITIES AND CIVIL DEFENSE 


tinued the discussions, made many 
proposals in respect to defense matters, 
and prepared proposed defense plans 
which thereafter were approved and 
adopted by the commission as the basic 
defense plans to be used as a guide for 
all utilities within the state. Copies, 
or for small utilities condensations 
adapted to their needs, were distrib- 
uted to all utilities under commission 
jurisdiction except waterworks and 
railroad companies. Utilities were 
asked to prepare and file plans con- 
forming substantially to the basic plans 
but with modifications or additions 
necessary to fit the specific operations 
of each. 

By these means, and largely through 
the efforts of the utilities, substantial 
compliance with the responsibilities 
and undertakings outlined in the letter 
of the State Civil Defense Commission 
was had within a remarkably short 
time. Necessarily, efforts were con- 
centrated upon those areas deemed the 
more important; delays in filing of 
plans or modifications of plans initially 
filed have been found indispensable; 
and unfortunately, but in truth, it must 
be said that follow-up communications 
and contacts were required with some 
few utilities. 


| ages back to five of the direc- 
tives summarized hereinbefore 
from the letter of the State Civil De- 


a 


fense Commission, the first three have 
become the direct responsibility of the 
utilities. The staff of the public service 
commission is available also, and has 
acted on occasion, but its belief is that 
the local utility is the best authority on 
all local defense utility matters. As to 
the fourth directive, utilities and com- 
missions have under review and study 
possible additional interconnections 
between utility companies, which 
though not essential to provide ade- 
quate public service under normal con- 
ditions, might prove advisable to meet 
possible emergency conditions. 


Réle of Regulatory Authorities 


HUs the public utilities themselves 

have and bear the major burden. 
The public service commission neces- 
sarily is concerned with matters in- 
volving more than one defense area 
or other Federal or state authorities, 
but essentially it is the advisory and 
coordinating agency for the active 
work of the utilities. It serves as the 
channel through which all policy deci- 
sions on civil defense matters pertain- 
ing to privately owned public utilities 
should pass. 

Initially it was contemplated that the 
defense functions of the commission 
would extend to all utilities under its 
jurisdiction and only to such utilities. 
However, some differentiation was 


treated by utilities in the same fashion as any other situation 


q “. .. for the most part any defense emergency would be 


demanding prompt action, and such action would take place 
immediately under the normal procedure followed by the 
utility, without need for any direction from defense authori- 
ties other than an indication of general priorities to be fol- 


lowed.” 
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found necessary from the outset. De- 
markation of responsibility within the 
exact limits of commission jurisdiction 
did not prove feasible. 

For example, only sizable privately 
owned waterworks utilities are subject 
to such jurisdiction, and these repre- 
sent a relatively small proportion of all 
the water supply systems; there are 
excluded from commission jurisdiction 
all municipal water systems, the small- 
er utilities, and private supplies used 
for industrial or commercial purposes. 
Further, water supply problems, par- 
ticularly in respect to civil defense mat- 
ters, include those of contamination 
and health. Consequently, in this field 
the efforts of the public service com- 
mission were subordinated to another 
agency, and supervisory and codrdi- 
nating direction in respect to water 
supply was vested in the state water 
supply codrdinator, an official of the 
State Department of Health. 


6 Ber cnngem asset is another field 
where jurisdictional limits proved 
to be impracticable. Commission juris- 
diction extends to intrastate operations 
of railroads, privately owned omnibus 
and trolley systems, and to motor car- 
rier or trucking concerns other than 
those operating in limited areas. Ob- 
viously, there must also be brought into 
the defense picture the municipal trans- 
portation systems of all types, inter- 
state operators, motor carrier or truck- 
ing concerns operating in limited areas, 
and the many vehicles operated by 
commercial and industrial concerns for 
their own purposes and not available 
for public use in the usual sense. Ac- 
cordingly, the State Civil Defense 
Commission appointed a State Civil 
Defense Transportation Committee, 
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which also serves as the New York 
City Civil Defense Transportation 
Committee. 

There was originally some overlap- 
ping of functions. The public service 
commission has gone beyond the limits 
of its jurisdiction in attempting to in- 
clude all bus and truck operators out- 
side of the New York city area, and 
has made a survey of transportation 
equipment, personnel, and facilities 
available in the various defense areas. 
A canvass of road repair, contractors, 
and construction equipment was un- 
dertaken by the State Department of 
Public Works. These various activities 
have been and are now being coordi- 
nated with the State Civil Defense 
Transportation Committee. 


Hus the public service commission 

is the advisory and codrdinating 
agency in respect to gas, electric, tele- 
phone, and telegraph utilities. The 
same function is carried on with re- 
spect to all omnibus and motor carrier 
(trucking) utilities under its jurisdic- 
tion outside of the New York city area 
and in so far as possible to other op- 
erators not under its direct jurisdic- 
tion. Its efforts in this direction are 
coordinated with the State Civil 
Defense Transportation Committee, 
which is the direct agency as to rail- 
roads. Its efforts in respect to water 
supply have been codrdinated and sub- 
ordinated to the direct authority of the 
state water supply coordinator. 

In effect the public service commis- 
sion has endeavored to act as a clear- 
ing house for all matters relating to 
privately owned utilities and civil de- 
fense. Naturally it benefits everyone 
when utilities need deal with only one 
agency on one type of problem. Multi- 
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Utilities Add to Responsibilities 


tet utilities are playing a vital réle in civil defense functions 
in the state of New York. Although the same general program 
is being followed by utilities throughout the state, so that all may aid in 
event of emergency conditions in any affected area, nevertheless each 
utility has its direct responsibility in the territory it serves. This follows 
from the basic concept stressed by the New York Public Service Com- 
mission that utility operators are the ones best qualified to advise on the 
utilization of their systems for defense purposes.” 





ple advisory bodies, with their attend- 
ant confusion and duplication of effort, 
should be curtailed in so far as 
possible. 


Adaptation of Utility Operations to 
Defense Needs 


HERE has been insufficient time 
thus far to permit of any com- 
prehensive evaluation of the proce- 
dures adopted, but they should prove 
sufficiently flexible to accomplish the 
desired results with a minimum of red 
tape. There must be direct contact, of 
course, between local utility and the 
local defense director who is the re- 
sponsible individual in his particular 
area and who must prepare a plan for 
utilization of all personnel and facili- 
ties available in that area. 
For the most part, however, the local 
defense director should have little occa- 
sion to take any direct action in re- 


spect to utility matters. In general, 
normal operating procedures are 
adaptable to and for the most part 
would be followed in any defense 
emergency. A few moments’ reflection 
will make this quite evident. 

In the first place, it is the business of 
utilities to provide public service; that 
is, to meet the load imposed by the 
requirements of the public for electric- 
ity, gas, water, communications, or 
transportation. Through a long period 
of years, utilities have become accus- 
tomed to gauge such requirements in 
advance, and to meet fluctuations in 
the requirements of the public from 
year to year, month to month, and day 
to day. Indeed there often are major 
fluctuations within every 24-hour peri- 
od, and usually these are handled so 
efficiently that the public has no knowl- 
edge of their existence. Utilities make 
use of reserve capacities, alternate 
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means of service, diversion of forces 
and services to points of greatest need, 
utilization of reserve facilities of 
neighboring utilities, and other meth- 
ods, to meet peak loads whether they 
be for additional gas to cook Thanks- 
giving dinners, additional electricity 
to offset the termination of daylight 
saving, or additional transportation to 
carry the family off on a long holiday 
week end. A civil defense emergency 
would bring about similar though more 
violent fluctuations, and would be met 
in the same way to the extent that ex- 
isting facilities remained serviceable. 


Gporeaee, any major emergency 
would bring into operation the 
normal procedures for aid and assist- 
ance. Utility operation is highly spe- 
cialized, and only trained personnel 
can know and utilize the capabilities of 
any system. However, operations have 
become standardized to a degree, and 
the employees of one utility can be and 
have been shifted in an emergency to 
another system. In a sense, the teams 
of experts to be available immediately 
in any defense emergency already are 
in existence, and the policy of one util- 
ity furnishing aid and assistance to 
another utility had been established 
long before the need for present civil 
defense procedures became acute. 
Thirdly, utilities have to cope with 
emergencies in normal operations, and 
through a long period of years have 
developed apparatus and trained per- 
sonnel skilled in dealing with emer- 
gencies. The same basic procedures 
and methods used to overcome disrup- 
tion of service from human error, me- 
chanical failure, explosion, fire, storm, 
or other cause, would be followed in 
overcoming any interruptions of serv- 
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ice caused by enemy action. Such dis- 
ruptions would differ in frequency and 
severity, but would be met by the meth- 
ods developed and the personnel 
trained in normal utility operation, 
plus such auxiliary forces as could be 
furnished by defense authorities and 
utilized to advantage under the direct 
supervision of utility personnel. 


HUs for the most part any defense 

emergency would be treated by 
utilities in the same fashion as any 
other situation demanding prompt ac- 
tion, and such action would take place 
immediately under the normal proce- 
dure followed by the utility, without 
need for any direction from defense 
authorities other than an indication of 
general priorities to be followed. An 
individual gives little thought to the 
rapidity with which a disabled vehicle 
is replaced, and usually does not even 
know if the electricity, gas, communi- 
cation, or water is coming by its nor- 
mal route or is being supplied through 
alternate and at times circuitous lines 
while a break in the usual connection 
is being repaired. Usually, a utility 
knows of an interruption of service 
before the public, and immediate meas- 
ures are taken to restore service. 

So also under emergency conditions, 
utility personnel in all likelihood would 
know of service interruptions before 
defense authorities, and would under- 
take immediate restoration of service 
to unaffected areas and in fact wher- 
ever remaining facilities permitted. 
Specific direction ordinarily would be 
needed from defense authorities only 
in respect to curtailment of service in 
any particular region, the concentra- 
tion of activities upon one particular 
area in preference to another, or other 
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extraordinary diversion of effort un- 
der calamity conditions. 


Defense Problems of Utilities 


pony normal operations of utili- 
VY ties are adaptable to defense 
needs, any impression that defense ac- 
tivities impose no additional burdens 
upon utilities would be entirely errone- 
ous. Thus far all of the defense activi- 
ties of utilities and public service com- 
mission have been undertaken without 
augmented staff or with no specific 
provision for taking care of extraordi- 
nary expenses. To a degree this addi- 
tional activity can be absorbed, but of 
course it has added to the burden of 
work, particularly of key personnel. 
It is to be hoped that once the program 
is established, there will be relatively 
little additional expense involved un- 
less there be a major emergency. 

Utilities can and will help immeas- 
urably in defense matters, but they also 
need and should have the help of other 
agencies. The assurance of aid and the 
coordination of activities at local and 
state levels are relatively simple mat- 
ters, yet even here there is a danger 
which looms rather large in the minds 
of utility operators. 

Under extreme emergency condi- 
tions, or after any major catastrophe, 
a utility could utilize and would need 
such equipment and working forces as 
could be spared by defense authorities 
from other activities. However, any 
auxiliary force should operate only un- 
der the direct supervision of personnel 
employed by the utility concerned. To 
paraphrase from expressions of opin- 
ion of representatives of utility com- 
panies, they naturally are concerned 
lest well-intentioned but uninformed 
interference with the activities of utili- 
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ties may result in widespread confu- 
sion, delay, and hazards to life and 
property, unless auxiliary personnel 
are placed directly under the orders of 
the utility forces experienced in the 
operation of the utility plant and prop- 
erties. 


HERE are other immediate prob- 

lems, some not subject to resolu- 
tion at local or state levels. Materials 
can be stockpiled, but excessive storage 
might well lead to shortages elsewhere, 
and utilities cannot be expected to 
carry appreciably larger supplies than 
would be necessary for normal opera- 
tions. One partial solution would be 
the granting of high priority classifica- 
tions, under any system of material or 
price controls, to orders placed for ma- 
terial or equipment to be used in re- 
placement or repair of damaged utility 
facilities. 

Utilities face a twofold problem in 
employment matters in relation to de- 
fense, the retention of key personnel 
for whom of course there is a demand 
in the armed services and elsewhere, 
and the screening of new personnel, 
particularly those to be employed in 
vital locations. The utilities must guard 
against sabotage, but of course they 
do not have the facilities and cannot 
be expected to examine into the back- 
ground of employees to the extent 
possible under governmental auspices 
or wartime conditions. 

These and other problems are still 
under consideration and discussion by 
state civil defense authorities and util- 
ity officials. Many must await appro- 
priate action by Federal authorities. 
The need is there, and one can only 
hope that delay will not prejudice our 
national defense. 
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Summary 


S Gn utility civil defense program 
in the state of New York may 
be summed _up in a few sentences. The 
regulatory and supervisory authorities 
have had relatively little to do other 
than to assure general uniformity and 
to endeavor to act as the central agency 
through which can be channeled all 
matters relating to utility operations 
and civil defense. The basic defense 
plan approved by the public service 
commission was prepared through the 
efforts of utility officials, and all utili- 
ties have prepared individual plans 
from this model, modified and enlarged 
in so far as necessary to meet their 
particular situations. Essentially, the 
normal utility operating procedures are 
being adapted and expanded by utility 
companies to meet civil defense needs. 


The program is uniform but flexible, 
with variations in each locality left to 
those immediately responsible, the 
local utility officials and local defense 
directors. 


M’ has been accomplished in a 
relatively short time, but the 
program will never be completed since 
preparedness is an undertaking which 
has no termination. It is to be hoped 
that defense plans in this state and 
elsewhere in this country will never be 
put to the ultimate test, but if the oc- 
casion arises in the state of New York 
the public utilities will be prepared to 
meet it. In the last analysis, civil de- 
fense is a public service, and public 
utilities can be expected to maintain 
their high standard in this as in the 
other public service functions they 
perform. 





Need for Prompt Citizen Education 


“ -_— American business management can somehow 
accomplish immediate and tremendous acceleration in 


the education of the rank and file of our fellow Americans, 
this republic, much earlier than most of us think, will degenerate 
into a socialistic state. Final transition could be much faster 
than the softening process which already is so far advanced. 
“Business management must either accept the challenge or, 
in a spirit of supine defeatism, await the deluge. Only in the 
business community is there to be found the knowledge and 
understanding, the financial means, the requisite selling ability, 
and the impelling incentive. American businessmen have con- 
clusively demonstrated their peerless ability to sell goods and 
services. The same techniques of advertising, promotion, and 
personal selling can be effectively used to sell the biggest bargain 
in the world—-our privately owned, privately managed com- 
petitive system. Business management has at hand the essen- 
tial tools, fully developed. Does business management have 
the vision and the will to do? Unless American business man- 
agement can recreate a favorable climate, our best laid plans 
will come to naught.” 
—Louis RUTHENBURG, 
Chairman of the board, 
Servel, Incorporated. 
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Public Utility Sight-seeing 
Technique 


A description of the technique developed by a Pacific coast 
electric utility for conducting sight-seeing tours of plant facili- 
ties—some at a considerable distance. The public relations 
benefits of these “citizen inspections” are becoming better 
known and appreciated every day throughout the industry. 


By JANE ESHLEMAN CONANT* 


EEING is believing—an old maxim 
—has been harnessed and put to 
work by the Pacific Gas and Elec- 

tric Company, California’s big pri- 
vately owned public utility. 

The PG&E’s version goes some- 
thing like this: 

One look is worth a dozen press re- 
leases, and more friends are won on 
the Feather river, at the Moss Land- 
ing steam plant, and on the tumbling 
Mokelumne than are gained on Mar- 
ket street in San Francisco or at the 
Sainte Claire grill in San Jose. 

The company does it by taking 
groups of Californians — friends, 
critics, and on-the-fencers — directly 
to the sites of its major new postwar 
power facilities and letting them see 


*For personal note, see “Pages with the 
Editors.” 
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for themselves what it is doing to give 
the nation’s fastest-growing state the 
power it requires. And it takes them 
in style—comfortable, efficient, infor- 
mative, entertaining, and, incidentally, 
friend making. 

The “plant tour” program has been 
one of the biggest postwar jobs of the 
company’s public relations, publicity, 
and advertising departments. They 
have developed a smooth-working 
technique which leaves the guests with 
the feeling that each trip “just hap- 
pened,” and wasn’t really a planned 
thing at all. But the story of the plan- 
ning, and the ideas behind the sight- 
seeing tours, is one of careful atten- 
tion to detail, complex arrangements, 
synchronization of chartered airplane, 
train, and bus schedules, and even 
lunch and dinner menus, overnight 
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sleeping facilities, and the question of 
whether a San Mateo county super- 
visor should leave the tour train at 
Burlingame or go on to San Francisco. 


HE sight-seeing project, it should 

be made clear, is paid for by 
PG&E’s stockholders. The costs do not 
go down as operating expenses. They 
are not reflected in customers’ rates for 
gas and electricity. The tours cost 
money — but surprisingly little, the 
company says, for the value received. 
One of this year’s bigger trips, a visit 
by 150 northern California newspaper 
editors and publishers to the huge 
Moss Landing steam plant on the Mon- 
terey county coast, 100 miles south of 
San Francisco, cost less than one-half 
of one per cent of the company’s 1950 
advertising budget. 

Norman R. Sutherland, PG&E’s 
new vice president and general man- 
ager, is in general charge of the tours 
program. E. A. Long, manager of the 
public relations department, has the 
immediate responsibility for planning 
and conducting the trips. Robert R. 
Gros, head of the publicity and adver- 
tising department, hosts the special 
press trips. 

The tours are a general public rela- 
tions program, specifically arranged to 
let newspapermen, the financial com- 
munity, businessmen, investors, civic 
officials, labor leaders, and many 
others “see and believe” what the com- 
pany has done in its record-breaking 
billion-dollar postwar construction 
program. 

It so happens, too, that the trips give 
PG&E an excellent opportunity to 
answer its critics—the advocates of 
socialized power. When the 150 news- 
papermen were at Moss Landing last 
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July 17th (the details of their special 
plane and train journey will come 
later), Gros made this point neatly. 
The guests stood in a rough semi- 
circle on the bare ground outside the 
immense $51,500,000 plant, waiting to 
be escorted through. Gros improvised 
a speaking platform from a wooden 
crate, mounted it, and began his re- 
marks of welcome. He apologized to 
the newspapermen, with a wry grin, 
for the lack of plush reception facili- 
ties. The company, he said, didn’t have 
$300,000 to spend on a neon-lighted 
“tourist platform,” as the Bureau of 
Reclamation is doing at Shasta dam. 
Neither was it able to build a million- 
dollar “tourist highway” to the plant 
for visitors, as the bureau did at 
Shasta. “We spend the investors’ 
money, not the taxpayers’,” he said, 
“and we spend it carefully.” 


HEN he invited them to look about 

them and see for themselves this 
spanking new 300,000-kilowatt gener- 
ating plant, just one of PG&E’s an- 
swers to allegations made by the “so- 
cialized power” people—that additions 
to power plants by private industry 
would fall short of the required future 
capacity; that private industry would 
need government assistance to meet 
power demands; and that both gov- 
ernment and private enterprise would 
have to continue their efforts to keep 
pace with the growing needs. 

The guests looked, saw—and went 
home to write about it. They saw the 
435-ton generating unit, the first of a 
scheduled total of three, each of 100,- 
000 kilowatts. They saw for them- 
selves the huge installation on a 271- 
acre site which less than nineteen 
months earlier had been an open broc- 
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PUBLIC UTILITY SIGHT-SEEING TECHNIQUE 


coli field. They rode in elevators to the 
top of the 8-story boilers. They were 
shown all the features of the plant, and 
they realized that this monumental 
project was only a small part of the 
system-wide expansion program. 


|, we more important than what they 
wrote was what they took home 
in their minds. A press release could 
tell them that since VJ-Day, PG&E 
had constructed and placed in service 
new generating facilities aggregating 
862,522 kilowatts; that 500,000 kilo- 
watts more will be added by summer of 
1951; and that the Moss Landing 
plant alone is capable of producing 
more energy than the average output 
of the Shasta and Keswick plants of 
the Bureau of Reclamation. But only 
a direct view of the huge Moss Land- 
ing setup could make the figures real 
in their minds, and show them what 
could be done by a private company 
with private capital. Perhaps some of 
the state-ownership thinkers were not 
entirely converted. But it is safe to say 
that each of these visitors, the next 
time a public versus private power dis- 
cussion developed in his city room or 
club, could speak more intelligently 
than he could before. 

The planning behind these trips is 
worth detailed examination. The com- 
pany generally inaugurates each new 
project’s “sight-seeing” program with 


a newspaperman’s visit. Then come 
various other groups, of which the fi- 
nancial community of the state and of 
the areas directly involved is always a 
major one. Others are composed of 
state, county, and city government offi- 
cials, businessmen, labor leaders, inter- 
ested trade organizations, employees 
of PG&E itself, civic clubs—in short, 
the “opinion formers” of the com- 
munities the company serves. 


sxe the newspapermen come first, 
the press tour to Moss Landing 
will serve as a good example of the 
PG&E “sight-seeing” technique. The 
date was set for last July 17th, shortly 
after the first of the three generators 
went into operation. A force of 1,100 
craftsmen was still at work on the final 
phases of construction. 

Gros, as PG&E publicity chief, was 
the host. Well in advance of the sched- 
uled date, he sent letters to editors and 
publishers of newspapers throughout 
the entire PG&E service area—virtual- 
ly all of northern and central Califor- 
nia from the Tehachapi mountains to 
the Oregon border. The letters out- 
lined the day’s program, listed the ex- 
act schedule of the special train char- 
tered for the trip, and listed air con- 
nections for those in outlying areas. 

All the guests had to do was look at 
the timetables, determine at what time 
and at what airport or station they 
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fortable and entertaining trip will instantly change the mind 


q “PG&E does not delude itself into the thought that a com- 


of a vigorous critic—and many of these have gone along. 
Neither does it concentrate on this plan alone, to the detri- 
ment of its over-all and widely varied public relations pro- 
gram. But it does believe that the effort and expense in- 
volved are thoroughly justified.” 
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would join the party, and notify Gros. 
The company took care of the rest. 
There was much arranging on this 
point. 

The train’s departure time from 
the Southern Pacific railroad station, 
at Third and Townsend streets in San 
Francisco, was set for 9.30 am. San 
Francisco newspapermen went on 
board there, arriving by streetcar, taxi, 
or in their own automobiles. But it was 
different and a bit more complicated 
for the guests from such distant spots 
as Modoc county, in the extreme north- 
ern part of the state; the Sacramento 
valley, north and east of San Fran- 
cisco ; and the central San Joaquin val- 
ley and the southern coastal regions. 
For these, special air-line “feeder” sys- 
tems were set up, with each individ- 
ual’s connections a matter of personal 
concern to the company officials in 
charge. 


A CHARTERED United Air Lines 
DC-3 was scheduled to leave 
Marysville, in the upper Sacramento 
valley, at 7.55 am. To reach it, the 
woman proprietor of a country paper 
in the far northeast corner of the state 
—some 325 miles away from San 
Francisco—drove to Red Bluff the day 
before the trip. The company’s divi- 
sion manager at Red Bluff met her 
there early in the morning and drove 
her to Marysville airport, where she 
joined the plane contingent. The air- 
craft stopped at Sacramento, the state 
capital, to pick up another group, and 
reached San Francisco airport, about 
20 miles south of the city itself, at 9.05 
AM. From there, chartered busses took 
the guests to the Southern Pacific sta- 
tion at near-by Burlingame, where the 
special train took them aboard at 10 
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AM during its first stop on the south- 
bound run from San Francisco. 

Similar air-feeder service was ar- 
ranged for San Joaquin valley guests, 
with another chartered DC-3 leaving 
Stockton at 8.25 am and reaching the 
airport at 9.10 Am, in time to board 
busses and meet the train with the 
party from Marysville and Sacra- 
mento. 

Perhaps the record for complex ma- 
neuvers was established by an editor 
from Lompoc, on the California coast 
many miles south of Moss Landing. 
His problem was solved with simplic- 
ity and dispatch : The night before the 
tour, he boarded the north-bound 
“Lark,” Southern Pacific overnight 
train from Los Angeles, slept comfort- 
ably during the 290-mile run north to 
San Francisco, awoke on the morning 
of the seventeenth in the Third and 
Townsend street station, and walked 
across the yards from the “Lark” to 
the “PG&E Special.” It was all ar- 
ranged—and paid for—by the com- 
pany. 


Gm. thought was given to the 
guests from the area immediately 
surrounding San Francisco bay— 
—Marin county, to the north across 
the Golden Gate, and Alameda and 
Contra Costa countries, on the east 
side of the bay. Chartered busses left 
central points in Oakland and San 
Rafael at 8.30 am and connected with 
the Moss Landing train at Third and 
Townsend. 

The neatest touch of all was the plan 
for newspapermen in the immediate 
Moss Landing area—Monterey, Sa- 
linas, Watsonville, and several other 
towns. Gros sent them a special memo, 
inviting them to join the special train 
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Defraying Plant Tour Expenses 


é¢ HE sight-seeing project ...is paid for by PG&E's stockholders. 

The costs do not go down as operating expenses. They are not 
reflected in customers’ rates for gas and electricity. The tours cost money 
—but surprisingly little, the company says, for the value received. One 
of this year’s bigger trips, a visit by 150 northern California newspaper 
editors and publishers to the huge Moss Landing steam plant on the 
Monterey county coast, 100 miles south of San Francisco, cost less than 
one-half of one per cent of the company’s 1950 advertising budget.” 





at San Jose, midway between San 
Francisco and the Moss Landing plant. 

“For some of you, however,” he 
wrote, “such a roundabout trip to your 
own back yard might not be practical 
or attractive. So here is an alternative 
for you: Mr. T. Emmett Ward, man- 
ager of our coast valleys division, will 
be host at a luncheon for newsmen not 
coming on the special train. It will be 
held at the Loma Linda, two miles 
south of Watsonville on Highway 1, 
beginning at 11 am. Those attending 
this luncheon will be taken to the Moss 
Landing plant in time to meet the train 
and hence have opportunity to visit 
with the other newspapermen and tour 
the plant.” 

With the exception of this group, all 
of the party was assembled on the train 
by the time it left San Jose and headed 
south to Monterey bay. Luncheon was 
served buffet style in the cars—and the 
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railroad, it may be said, saw to it that 
its fellow utility’s guests had nothing 
but the nicest fare. 


pene President James B. Black was 
along, as were other top execu- 
tives of the company, including five di- 
rectors and six vice presidents. For 
these officials and the editors alike, the 
trip provided a happy opportunity to 
get acquainted and exchange ideas. 
Some of the guests, before the tour, 
had only known Black as the object of 
bitter criticism by the proponents of 
public power—the big, bad corpora- 
tion executive bent on defeating the 
ends of public ownership. More than 
one, that day, discovered that the 
genial and witty PG&E chief had no 
Mephistophelean horns, and was a 
friendly soul as interested in them and 
their work as they were in his. 

The train reached the plant at 12.45 
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PM, moving in on a siding which leads 
directly inside the huge structure. The 
guests disembarked, gathered in the ad- 
jacent yard to hear Gros’ welcoming 
remarks, then divided into groups and 
toured the establishment. Even this re- 
quired considerable planning; ten 
PG&E construction inspectors and su- 
pervisors, and six from the staff of 
the building contractor, had received 
their guide assignments days earlier 
and had a thorough briefing on what 
routes were to be taken by each group. 
Thus no guest was lost in the shuffle; 
each had close access to a guide and 
interpreter—which most of the non- 
technically minded newspapermen 
frankly needed. 


N°? one was shy about asking ques- 
tions. PG&E has found that 
these trips serve to stimulate the 
visitors’ interest; they are impressed 
by what they see and want to know 
more. To make the occasion even hap- 
pier for the working press, mimeo- 
graphed news releases, pictures, and 
news mats were made available, de- 
scribing the salient facts about the 
plant. Nor were the “handouts” cut 
and dried — they contained such 
touches as the fact that the new turbine 
would reach New York in three hours 
and fifteen minutes if it could roll 
across country at the same rate it was 
spinning to generate electricity; that, 
when completed, the Moss Landing fa- 
cility will be the largest single generat- 
ing station on the PG&E system; and 
that it is Monterey county’s newest— 
and biggest—taxpayer. 

The guests saw with their own eyes 
the physical setup on which these state- 
ments were based. Their reactions 
could be measured in the days follow- 
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ing, when columns of colorful copy 
appeared in their metropolitan and 
country newspapers — written with 
genuine appreciation of what PG&E 
had done and was doing. 

The newspaper space was desirable, 
and it was gratifying to the company 
to have its new plant brought so en- 
thusiastically to the attention of the 
public. But the purpose of the “sight- 
seeing tours” is not primarily news- 
paper publicity but something more 
far-reaching—the effect on the indi- 
vidual and, consequently, his attitude 
toward PG&E. Thus, perhaps more 
important than the press tours are the 
subsequent visits by the stockbrokers, 
business and labor officials, and other 
“opinion formers.” 


HE financial trips are organized 

much as are the press tours, on a 
system-wide basis. The men who sell 
PG&E stock (which competes with 
all other stocks in the market) are 
taken to see for themselves what they 
are selling, with Ernest J. Beckett, the 
company’s treasurer, as host. 

The other groups are generally set 
up on a division basis; 1.e., the man- 
ager of the East Bay division took 225 
persons from his two counties to the 
new Cresta and Rock Creek hydro 
projects on the Feather river on Au- 
gust 30, 31, 1949—an overnight trip; 
the coast valleys division manager took 
a group of 106 to the Electra and West 
Point hydro plants on the Mokelumne 
river earlier in the same year. A spe- 
cial train took members of the Cali- 
fornia state legislature to the Feather 
river On one occasion; on others, the 
San Joaquin power division manager 
entertained San Joaquin valley groups 
at the new Kern steam plant. An esti- 
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mated 3,500 persons already have 
visited the new Station “P” steam 
plant in San Francisco, in large and 
small contingents. 

Each division manager makes up 
his own invitation list—and each list 
is an interesting cross section of the 
community represented. For instance, 
the East Bay division manager, W. H. 
Park, had the following among his 
Feather river guests—eight county su- 
pervisors, one sheriff, city councilmen, 
and mayors from 18 cities, a bank 
cashier, contractors, University of 
California officials, real estate men, 
radio men, oil company representa- 
tives, Army men, an ice company man- 
ager, a steel company president, an 
auto plant manager, an electrical engi- 
neer, a water utility manager, a salt 
company mechanic, officials of the 
AFL carpenters, CIO machinists, steel 
workers, and utility workers, and 24 
PG&E staff members. 


H. Courtricut, the San Joa- 

e quin power division chief, took 

a group of 276 to the Feather river on 
October 11, 12, 1949, including nine- 
teen county officials, twenty-seven 
city officials, thirty-one chamber of 
commerce representatives, thirty-five 
farmers and farm organization direc- 
tors, eighty-three industrialists and 
businessmen, twenty-eight officers of 
irrigation districts and canal compa- 
nies, four labor leaders, ten newspaper- 


men who had missed the earlier system- 
wide press tour, six school officials, 
and thirty-three PG&E personnel. 

The Feather river tours are possibly 
the most popular of the series, from 
the guests’ point of view. They consti- 
tute an outing in some of California’s 
most beautiful mountain country, as 
well as an informative study of the new 
PG&E developments. These trips, ex- 
cept for the divisions in the immediate 
vicinity, are a bit more complex to 
arrange than are the Moss Landing 
visits, calling for an overnight train 
ride, a transfer to busses, a stop for a 
construction-camp lunch, and return to 
the train for the trip home. 


i Feather river tour was 
that of the North Bay, coast val- 
leys, and San Jose divisions, a joint 
operation conducted for 300 guests 
September 27, 28, 1949. The hosts 
were the division managers, respec- 
tively, Clifford Bartlett, T. Emmett 
Ward, and T. W. Snell. They organ- 
ized the groups from their own areas, 
and the over-all codrdination was han- 
dled by the main office in San Fran- 
cisco. 

The special train—Western Pacific 
this time—left the Oakland Mole at 
6.30 pm on Tuesday, September 27th. 
To have their guests there on time, the 
division managers chartered busses to 
go into Oakland from their respective 
areas—as far away as Salinas, 100 
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newspaper publicity but something more far-reaching—the 


q “_.. the purpose of the ‘sight-seeing tours’ is not primarily 


effect on the individual and, consequently, his attitude toward 
PG&E. Thus, perhaps more important than the press tours 
are the subsequent visits by the stockbrokers, business and 


labor officials, and other ‘opinion formers. 
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miles south; San Jose, 45 miles south; 
Ukiah, 117 miles north; and Calistoga, 
75 miles north. Each manager made 
pertinent suggestions. Bartlett told his 
guests in an advance memo: “Wear 
cool, casual clothes (this is not a dress- 
up affair) ; sturdy shoes for inspecting 
construction operations; hat for pro- 
tection against sun (sun glasses will be 
helpful) ; cameras are permitted if you 
are an enthusiast ; no use bringing fish- 
ing tackle as there will be little or no 
time for this sport.” 

The San Jose division host, Snell, 
gave similar instructions and added: 
“There will be no formal meetings of 
any kind. . . . All arrangements for 
sleeping, eating, etc., will be provided 
—just bring along your personal items 
and be ready to enjoy yourself!” 

Ward advised his group along the 
same lines. He suggested that they get 
into something comfortable so they 
could relax and enjoy the junket. “And 
you needn’t bring anything but your 
pj’s and toothbrush,” he said. “We'll 
take care of everything else.” 


| gevnesg was served shortly after the 
train got under way, and at bed- 
time the guests retired to Pullman 
berths for the long trip east through 
the central valley and up into the spec- 
tacular Feather river canyon. At break- 
fast time, the train was moving into 
the construction area through the 
breath-taking scenery which brings 
tourists from all over the country to 
the Feather river, a turbulent stream 
which drops in swift rushes down the 
granite ledges of the Sierra. At Pulga 
(a town the Spaniards named for the 
flea, for a reason not currently 
known), the visitors transferred to 
busses and began their tour up the 
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river site. They saw the Cresta and 
Rock Creek powerhouses and dams— 
PG&E’s 270,000-horsepower, $62,- 
000,000 postwar Feather river expan- 
sion development—with their huge 
tunnels, surge chambers, and pen- 
stocks. At Rock Creek, they were 
greeted by big tubs of fresh lemonade 
—a surprise and always welcome addi- 
tion to the sun-drenched trip. 

The busses, accompanied by a loud- 
speaker truck over which the construc- 
tion was described to the visitors, pro- 
ceeded up the river road to Opopee 
Creek construction camp, where a 
lunch of robust mountain crew fare 
was served boarding-house style at 
tables in big Quonset huts. Then the 
party moved on up the river to Belden, 
beyond the project, and boarded the 
train which in the intervening five 
hours had been moved on the Western 
Pacific tracks to Keddie, a division 
point, serviced there and turned 
around for the trip home. Dinner was 
served aboard—this railroad’s best, 
too—and the train reached the bay 
area that evening. 

On this trip, as on all the others, no 
guest could spend his money even if he 
wanted to. It was strictly PG&E’s 
party. The inevitable question was 
asked: “Who’s paying for all this?” 
The answer was—the company stock- 
holders, strictly not PG&E’s rate-pay- 
ing customers. 


Aw relations project of this 
magnitude costs money—not too 
much, PG&E says, but still a sizable 
expenditure. It requires many hours of 
thoughtful work, planning, and atten- 
tion to detail by executives and office 
staffs. But the company believes the 
time and the money are well spent. 
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PG&E does not delude itself into the 
thought that a comfortable and enter- 
taining trip will instantly change the 
mind of a vigorous critic—and many 
of these have gone along. Neither does 
it concentrate on this plan alone, to the 
detriment of its over-all and widely 
varied public relations program. But 
it does believe that the effort and ex- 
pense involved are thoroughly justi- 
fied. It knows that it has made friends 
it would not otherwise have had—men 
and women who, in conversations in 
their home communities, can speak 
from their own experience and say: 
“I know; I saw it,” rather than: 
“PG&E told me...” 

General Manager Sutherland has 
gone on several of the trips himself 
and is an enthusiastic believer in their 
value, public relationswise. The tours 


among the many other neighborly 
gestures which the company’s custom- 
ers have come to expect as “PG&E 
service.” 

Letters written by guests after the 
trips—and failure to write is the ex- 
ception rather than the rule—show 
the results, too. And even more pleas- 
ing to the company are messages from 
persons who didn’t go, but who heard 
about the projects from those who did. 

The letters are far too numerous to 
reproduce, but this one is typical : 


Your division accountant took us, 
as members of the Lions Club, through 
your new plant at Moss Landing. We 
were all greatly impressed. It is amaz- 
ing what private capital can do when 
given a chance. 


One letter like that, PG&E feels, 
stamps “Well Done” on many public 


have become another “institution” relations dollars. 





The Ethics of Fair Competition in Business 


4 . O7- legislators and our bureaucrats are still acting as tf 
transportation were a monopoly to be curbed in the 
public interest instead of recognizing the obvious fact that tt 


has become highly, even viciously, competitive . . . What 
worries me is that at a time when we face an organized effort 
to wipe free enterprise from the face of the earth, some of us 
play into the hands of our common enemy by lashing out at each 
other instead of recognizing that the real cause of our dis- 
tress is a combination of technological progress and political 
decadence. ... 

“The first essential, it seems to me, is to adopt throughout 
your industry the spirit of the ‘dead end’ kids. Compete as hard 
as you want to, but never, never invite outside interference 
except to punish those who break the rules . . . Don’t be short- 
sighted enough to rejoice when the government imposes a com- 
petitive disadvantage on one of your rivals... . 

“If we hope to preserve the free enterprise system, we must 
accept the fact that competition that is always comfortable for 
all competitors is not competition, and if it ts not competition 
it cannot long remain free.” 

—Tuomas W. PHELPS, 
Assistant to the chairman, Socony-Vacuum 
Oi Company. 
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Rate Regulation 


In Canada 


ParT II 


In the first instalment of his article outlining the development 

of guiding principles, the author reviewed the early development 

of Canadian law on the subject, up to the point of establishment 

of the Board of Transport Commissioners for Canada. This 

second part describes the more recent decisions, in which the 

“corporate fiscal requirement” as the Canadian basis for rate 
making became definitely established. 


By HUGH E. O’DONNELL, KC* 


the Canadian Board of Trans- 

port Commissioners rendered 
judgment approving an application by 
the British Columbia Telephone Com- 
pany for an increase in telephone rates. 
The board disposed of the matter on 
the basis of the company’s fiscal re- 
quirements rather than upon a rate of 
return on a rate base. 

The interesting feature of this, 
from the viewpoint of the regulatory 
practitioner in the United States, is 
that the board was expressly invited by 
the telephone company to adopt the 
“rate base” technique. Specifically, 
the board was asked to provide a “rea- 


A\ recently as September 22, 1950, 


* For ,,Personal note, see “Pages with the 


Editors. 
NOV. 23, 1950 


sonable return on the fair value of the 
company.” 

In this recent decision, the board 
was only reaffirming a regulatory prin- 
ciple which has become fairly well set- 
tled in Canada for more than a quarter 
of a century. 

In the British Columbia Telephone 
Company Case (1921) 11 JOR&R 
at page 216, Chief Commissioner the 
Honorable F. B. Carvell, KC, with 
reference to what “just and reasonable 
rates” should provide and what the 
telephone company should be allowed, 
said, in part (page 220) : 

. .. considering the fact that their rates 

are controlled, in my judgment they 

should be allowed such a rate as will 

provide for—(1) operation; (2) 
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maintenance; (3) depreciation; (4) 
interest ; and (5) dividends and, in ad- 
dition to this, some amount which will 
place the company in such a position 
that additional capital can be obtained 
for necessary extensions. 


Although an appraisal of the phys- 
ical properties of the company in this 
case was available, it is quite evident 
that the board fixed the rates on the 
basis of the company’s “requirements” 
and not on a “rate of return” basis. 
The appraisal value figure only came 
into play in connection with the 
amount of depreciation to be allowed 
as an expense. 


|» General Freight Rate Investiga- 
tion of 1925-1927 (17 JOR & R, 
page 131) the remarks of Commis- 
sioner Boyce also make clear that “just 
and reasonable rates” must be just and 
reasonable to the railways as well as to 
the public and that unremunerative 
rates are not just and reasonable. 

Commissioner Boyce said (at page 
228) : 


The requirements of the trade of 
this country make imperative, as one 
of the inducements, for the free and 
satisfactory interchange of commerce, 
between all parts of this country, that 
transportation service should be kept 
and maintained in a highly efficient 
state, and therefore the aim and spirit 
of the Order-in-Council cannot, in my 
opinion, be obtained by fixing, under 
the disguise of just and reasonable 
rates, rates which are unproductive, 
unremunerative, and, which furnish so 
inadequate a return that railway com- 
panies must retrench instead of ex- 
pand their service placed at the dis- 
posal of the public. 


You will have noted that the statute 
fixes no limitation on the board’s 
power to determine “just and reason- 
able rates.” Parliament did not de- 
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cree any “yardstick” other than that 
“changing conditions or cost of trans- 
portation” may require an alteration 
in rates from “time to time.” 

The Board of Transport Commis- 
sioners and its predecessor board have 
decided that “just and reasonable 
rates” should be such as will provide 
sufficient moneys to pay all operating 
expenses, a proper amount for depre- 
ciation, interest, dividends, and some 
reasonable surplus. 


N the earlier Western Rates Case 

(1914) 17 CRC 123, at page 194, 

Chief Commissioner Sir Henry Dray- 
ton had said: 

Any industrial enterprise has the 
right to a reasonable surplus over and 
above its fixed charges and dividends. 
A railway is also entitled to a reason- 
able surplus. 


In that case, it was found to be 2 
per cent. 

The board’s position is clearly stat- 
ed again in 1927, in the Bell Telephone 
Case, 34 CRC 1, at page 3, where it 
was held that the company should be 
allowed rates sufficient to produce 
revenue: 

... to cover its operating expenses, its 
current maintenance expenses, a prop- 
er amount for depreciation and amor- 
tization, its taxes, including income 
tax, interests, dividends upon its stock, 
and a reasonable surplus. 


In that case, the surplus was stated 
to be 2 per cent on the average capital 
stock issued. 

In the 21 Per Cent Case, March 30, 
1948 (38 JUR & R at page 27), Chief 
Commissioner Cross said : 


I think that a railway is entitled toa 
reasonable surplus over and above 
fixed charges and dividends. A rail- 
way company, as in the case of other 
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enterprises, should have something in 
addition to “come and go on,” to pro- 
vide for contingencies and to help 
equalize the result of poor years with 
good years. And to have something, 
if necessity arises, to put back into its 
railway operation undertaking for the 
improvement of the services which it 
is required to furnish. That is apart 
from major capital requirements. This 
is how the board viewed the matter 
in earlier decisions. 


The learned chief commissioner 
cited a number of decisions in support 
of his statement. 


HAT dividends should be taken 

into account, in establishing the 
“just and reasonable rates” mentioned 
in § 325 of the Railway Act, is clear 
from the judgments which I have men- 
tioned, and from many other judg- 
ments of the board. In the 40 Per Cent 
Increase Case in 1920 (10 JOR & R, 
pages 287-289) and also in the same 


year in the Application for Suspen- 
sion Case (10 JOR & R at pages 434, 
435) dividends were included in all the 


In the latter in- 
Rutherford 


board’s calculations. 
stance, Commissioner 
stated (at page 437) : 


It will, I think, be admitted that an 
honestly organized and _ efficiently 
managed railway should be in a posi- 
tion to earn annually over and above 
its operating expenses and costs of 
maintenance such a sum as will en- 
able it to pay its interest and other 
proper charges, and generally to main- 
tain its credit and standing in the 
financial world. 


e 


In Re Reduction in Freight Rates 
Case (1921) (11 JOR & R) Chief 
Commissioner Carvell declared that 
the Canadian Pacific Railway should 
be entitled to rates so fixed as to permit 
it to earn its dividend of 7 per cent. 

Moreover, in the Western Rates 
Case (supra, page 178) Sir Henry 
Drayton, indicating another element 
in the content of “just and reasonable 
rates,” stated that 


. . as a matter of public policy rail- 
way rates should be of such a charac- 
ter as to attract investment and render 
railway securities marketable. 


Aww of the judgments which I 
have mentioned, and others, will 
make evident the elements which go 
to constitute a level of “just and rea- 
sonable rates.” Under the practice 
adopted and followed by our board, 
such rates have been determined and 
established on the basis of the fiscal re- 
quirements of the company needed to 
cover the items of expense and dis- 
bursements and reasonable surplus al- 
lowance stated in the judgments. 

It is in this respect that I think our 
practice differs from that generally 
prevailing in the United States. The 
extent of the moneys to be allowed the 
utility as the product of its rates and 
tolls is not arrived at in Canada 
through the determination of a “rate 
base” and “rate of return” thereon. 
Our boards of Railway Commission- 
ers and Transport Commissioners, al- 


cessor board have decided that ‘just and reasonable rates’ 


q “Tue Board of Transport Commissioners and its prede- 


should be such as will provide sufficient moneys to pay all 
operating expenses, a proper amount for depreciation, in- 
terest, dividends, and some reasonable surplus.” 
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though free under the broad powers 
accorded by § 325(5) of the Railway 
Act to adopt a rate base—rate of re- 
turn technique—should they choose so 
to do—have proceeded to determine 
the extent of the earnings allowable to 
the utilities upon the basis of their 
“financial requirements” which con- 
sist of the factors mentioned in the 
various judgments to which I have 
made reference. 

Nowhere in any of the judgments 
of the board as a ratio decidendi is 
there to be found “valuation data” or 
statements setting forth “elements of 
value of property in common carrier 
service” such as are incorporated, for 
instance, in the report of the Interstate 
Commerce Commission in Ex Parte 
168, Increased Freight Rates, 1948, 
276 ICC at pages 17, 18, and in many 
other of the Interstate Commerce 
Commission reports in revenue cases. 


peer investment accounts, phys- 
ical appraisal, and other valuations, 
based on actual costs or trended fig- 
ures or otherwise have not as yet been 
used by the board in its determination 
of the level of rates to be allowed the 
utilities. 

Possibly the shortest and simplest 
way to demonstrate the difference— 
as I see it—in the technique of the 
Interstate Commerce Commission and 
of our board would be to quote an ex- 
tract from the judgment of the board 
in the 21 Per Cent Increase Case, al- 
ready noted. The remarks of Chief 
Commissioner Cross, under the head- 
ing “Rate of Return” are as follows 


(page 23): 


The net railway operating income is 
used by the Interstate Commerce 
Commission, of the United States of 
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America, to determine the rate of re- 
turn for the railways as a whole on 
their investment in railway property 
used in transportation service. For 
many years the Valuation Bureau of 
the Interstate Commerce Commission 
has been engaged in determining the 
value of railway properties for rate- 
making purpose. Section 15A of the 
Interstate Commerce Commission Act 
places upon the Interstate Commerce 
Commission the responsibility “to give 
due consideration, among other facts, 
to the effect of rates on the movement 
of traffic by the carrier or carriers for 
which the rates are prescribed: to the 
need, in the public interest, of ade- 
quate and efficient railway and trans- 
portation service at the lowest cost con- 
sistent with the furnishing of such 
service; and to the need of revenues 
sufficient to enable the carriers, under 
honest, economical, and efficient man- 
agement to provide such service.” As 
an indication of the sufficiency of the 
rate level in the United States to meet 
the revenue needs of the railways, the 
rate of return developed from the ratio 
of net railway operating income to in- 
vestment in railway property used in 
transportation service, has been con- 
sistently referred to by the commission 
in general rate cases. 

The Railway Act of Canada does 
not lay down specific directions as to 
how we are to proceed, or what the 
board is to take into account in fixing 
rates. The duty of the board under 
the Railway Act is “to fix, determine, 
and enforce just and reasonable rates, 
and to change and alter rates as chang- 
ing conditions or cost of transportation 
may from time to time require.’ 

In previous steam railway rate cases, 
the board has not based its decisions 
on the relationship of net railway op- 
erating income to the investment in 
railway property used in transporta- 
tion service. Nor do the railways in 
their present application ask the board 
to fix a rate of return on their invest- 
ment in railway property used in trans- 
portation services. 

I think, however, that we might ap- 


NOV. 23, 1950 





PUBLIC UTILITIES FORTNIGHTLY 





Canada Prefers Her Own Regulatory Brand 


oy may be the merits or demerits of the two different 

methods or techniques for establishing rate levels, it may be 

asserted with some confidence that the one which the Canadian boards 

have, to date, applied has been well suited to the peculiarities of our 

great and vast country which is still so largely in the stage of develop- 
ment.” 





propriately have some regard to the 
rate of return on the amount invested 
by the railways in railway property 
used in transportation services, as a 
test by which the reasonableness of 
the rates may be judged. One diffi- 
culty, however, is in ascertaining the 
value of the railway properties so used 
in transportation services. 

The determination of the value of 
investment in railway property used in 
transportation services in Canada has 
never been undertaken. And the ques- 
tion is much too extensive and com- 
plicated a problem to be taken into 
consideration at this time. 


| grange tegen it is my understand- 
ing that compliance of the Inter- 
state Commerce Commission with the 
terms of the Valuation Act of 1913 to 
find the reproduction cost of Amer- 
ican class I railroads necessitated a 
government expenditure of over $40,- 
000,000 and an expenditure by the 
railroads of about $138,000,000. 
(Hearing before Committee on Inter- 
state and Foreign Commerce, 1932 
HR 7116-7.) Moreover, the checking 
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and maintaining of reproduction cost 
records resulted in the expenditure of 
many more millions between 1932 and 
1946. 

I understand that the estimate 
generally accepted is that the cost to 
the government and the railroads 
since 1914 has been in excess of $200,- 
000,000. 

In the light of this experience in 
the United States, it is not unreason- 
able to assume that our board might be 
anxious to hit upon a less costly meth- 
od for determining the “just and rea- 
sonable rates” which should prevail 
from time to time. “Financial require- 
ments” are based upon operating re- 
sults, revenues, and expenses, with- 
out reference to the extent of the 
value of the property used in the serv- 
ice; that is, without the determination 
of a rate base. “‘An even balance sheet 
at the end of the present fiscal year... 
and a reasonable surplus” is what the 
board has endeavored to have prevail. 
(Railway Association of Canada v. 
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Canadian Manufacturers Association, 
26 CRC at page 143). 


6 iw procedure adopted by the 
Board of Railway Commissioners 
for Canada, in fixing rates in Canada, 
is indicated by a further short extract 
from a judgment in 1927 which puts 
the matter more clearly than I might 
attempt in any paraphrase. The fol- 
lowing quotation is from the Bell Tele- 
phone Case (1927) 16 JOR & R, at 
page 231. Said the board: 


Some argument was made by Mr. 
Phippen, counsel for the company, 
and a portion of his brief is based 
upon the claim, that this public utility 
service is entitled to earn a “fair re- 
turn” on the value of the property of 
the company, the reproduction cost of 
which, under present conditions, is 
estimated at $137,000,000—as against 
a book cost of $103,000,000. The board 
is not prepared at present to acquiesce 
in this view, although aware that with- 
in many jurisdictions of the United 
States this doctrine has been accepted, 
and to some degree recognized within 
Canada. 

Although counsel for the company 
laid stress upon its right to earn a 
“fair return” on the fair value of the 
corporation property, yet, as the ap- 
plication developed, he expressed him- 
self satisfied with a rate scale suffi- 
cient “only to pay the company’s op- 
erating costs, to pay its bond and other 
interest, and to permit the company to 
continue to pay an 8 per cent dividend 
on its stock.” The company is upon 
more solid ground in taking the latter 
position before the public and the un- 
derstanding of its present contention 
is that it is willing to have this applica- 
tion dealt with from the latter stand- 
point. 

In view of the final position taken 
by the learned counsel upon this ques- 
tion, it is not necessary for the board 
to speak definitely upon the propriety 
of estimating rates on the basis of a 
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fair return on the value of the property 
of the company, but in view of the 
contention made in the company’s 
brief, and repeated in its brief in reply 
to that of the city of Ottawa, for the 
present at least, assent cannot be given 
to the propriety of that method. 


iy can be asserted with assurance that 
there has as yet been no formal 
change of attitude on the part of that 
board and its successor, the Board of 
Transport Commissioners for Canada. 
Since 1946, the attention of the board 
has been largely engaged with applica- 
tions on behalf of the railways and the 
telephone companies for rate increases 
to assist them in meeting the greatly 
increased costs of operation which 
have taken place since the close of 
World War II. The board has dis- 
posed of these applications and deter- 
mined rate levels upon the basis of the 
corporate fiscal requirements of the 
utilities in keeping with the earlier 
judgments already noted. 

During the course of the hearings 
in 1949, on the application by the rail- 
ways of Canada for a further general 
increase of 20 per cent in freight rates 
following upon the 21 per cent in- 
crease authorized on March 30, 1948, 
an earnest endeavor was made by the 
Canadian Pacific Railway to establish 
a rate base for the purpose of having 
the application determined upon a rate 
of return on such rate base. 

In this connection, it is of interest 
to note that, for years past, in the mat- 
ter of establishing the general level of 
rates for the railways of Canada, the 
fiscal requirements of the Canadian 
Pacific Railway have been adopted as 
the “yardstick—the guide or measure 
in the establishment of what (the 
board) considers to be just and rea- 
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sonable freight rates to be paid by the 
users of the railways” (Chief Com- 
missioner Cross—21 Per Cent Case, 
page 36). 


Ww competing with the larger 
publicly owned Canadian Na- 
tional Railways which, for national 
policy and public service reasons, op- 
erates extensive unremunerative mile- 
age, the needs of the privately owned 
railroad have been the criteria for es- 
tablishing rate levels which apply to 
all railroads within the legislative 
jurisdiction of Parliament. 

In the earlier general increase appli- 
cations during and following World 
War I, the 15 Per Cent Case (1917) 
(7 JOR & R 411) and the 40 Per Cent 
Case (1920) (10 JOR & R 283) and in 
the 21 Per Cent Case (38 JOR & R 1) 
following World War II, no request 
was made by the railways to have their 
cases determined upon a “rate of re- 
turn” basis. It seems obvious that this 
was due to the fact that, under the ex- 
isting jurisprudence, lengthy and ex- 
tremely costly appraisals and valua- 
tions would have been entailed. 

Following the then prevailing 
authority of Smyth v. Ames (1898) 
(169 US 466) and like cases, had the 
board applied similar principles, a rate 
base dependent upon the establishment 
of reproduction cost new, based upon 
physical valuation of the railways’ 


e 


property or upon so-called trended 
“original cost” would have involved 
delay and expense which would have 
been prohibitive. Recourse to the 
“fiscal requirements” method preclud- 
ed all controversy as to the value and 
the basis of valuation of the property 
of the railways. 


oe the change since 1942 in the 
jurisprudence of the Supreme 
Court of the United States concerning 
the valuation of public utilities, which, 
as I understand it, has materially re- 
written the previously prevailing law, 
as indicated by its more recent judg- 
ments in the Natural Gas Pipeline 
Company Case,’ Hope Natural Gas 
Company Case,? Colorado Interstate 
Gas Company Case,* Panhandle East- 
ern Pipe Line Company Case,* and 
others, followed as it had been by your 
Federal tribunals, such as the Federal 
Power Commission and the Interstate 
Commerce Commission in, for in- 
stance, Ex Parte 166° and Ex Parte 
168° the privately owned Canadian 
Pacific felt that, in virtue of the avail- 
ability to it, as it contended, of com- 
plete records—book figures: invest- 


1(1942) 315 US 575, 42 PUR NS 129; 
2(1944) 320 US 591, 51 PUR NS 193; 
8 (1945) 324 US 581, 58 PUR NS 65; # (1945) 
324 US 635, 58 PUR NS 100; 5 Ex Parte 166, 
Increased Freight Rates (1947) 270 ICC 403; 
6 Ex Parte 168, Increased Freight Rates (1948) 
272 ICC 695. 


of Transport Commissioners rendered judgment approv- 


q “As recently as September 22, 1950, the Canadian Board 


ing an application by the British Columbia Telephone Com- 


pany for an increase in telephone rates. The board dis- 
posed of the matter on the basis of the company’s fiscal 
requirements rather than upon a rate of return on a rate 
base.” 
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ment figures—indicating original his- 
torical cost, it might, in the 20 Per 
Cent Case in 1949, reasonably request 
the board to accept as a “rate base” its 
book costs as to its property values. 
And this it proceeded to do. 

Its request was strenuously contest- 
ed by those opposing the application. 

Notwithstanding the able presenta- 
tion of evidence and of argument on 
the part of counsel for the Canadian 
Pacific Railway, very ably assisted by 
my friend, A. J. G. Priest, well-known 
utility specialist of the New York city 
bar. the board chose to decide the 
case on the basis of the corporate fiscal 
requirements of the railways in pur- 
suance of the practice to which it had 
constantly adhered in the past. 


s to the invitation to determine the 

matter on a “rate of return” basis 

the learned Assistant Chief Commis- 

sioner Wardrope remarked (at page 
20) : 


As is known the board was faced 
with the difficulty of arriving at a rea- 
sonable level of adequate rail earning 
based on requirements rather than 
being able to fix reasonable rate of re- 
turn upon an accurately assessed in- 
vestment in railway property used and 
useful in transportation service. 

Neither the Canadian Pacific Rail- 
way nor any of the other railways in 
the 21 Per Cent Case asked the board 
to fix a rate of return on their invest- 
ment in railway property used in 
transportation service. The Railway 
Act 1919 does not prescribe any cri- 
teria for fixing rates other than that 
they must be just and reasonable. 


The computations of the assistant 
chief commissioner are set out in de- 
tail (at page 27) under the heading 


“Financial Requirements.” These, 
over and above “Working Expenses, 
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including taxes,” made provision for 
fixed charges, dividends, and additions 
and betterments (net after retire- 


ments). 
A an indication of the attitude of 
the board concerning dividends, 
and the extent to which it has re- 
garded them as reasonable and allow- 
able at the present time and under 
existing conditions, it may be of in- 
terest to note that, in several of the 
judgments rendered by the board in 
the recent 21 Per Cent and 20 Per Cent 
cases, the reviews, and the final deter- 
mination thereof (March 30, 1948; 
September 20, 1949; March 1, 1950; 
and May 11, 1950), it held that the Ca- 
nadian Pacific Railway was entitled 
to obtain from its rail enterprise an 
amount sufficient to pay a dividend of 
4 per cent on its preferred stock and 
5 per cent on its ordinary stock. 

The following short excerpts from 
the judgment of Assistant Chief Com- 
missioner Wardrope (concurred in 
by Commissioners MacPherson and 
Chase who sat with him) rendered on 
March 1, 1950, in the matter of the 
final determination of the 20 Per Cent 
Case, indicate clearly the extent to 
which dividends are regarded by the 
board as reasonable and allowable: 

The position of the Canadian Pa- 
cific Railway with respect to dividends 
in the 21 Per Cent Case and in the 
review hearings was that rail earn- 

ings should be such as to provide a 

dividend of 4 per cent on the preferred 

and 5 per cent on the ordinary stock. 

The board in the 21 Per Cent Case 

upheld this as being a reasonable claim 

against rail earnings and included as 
an item of requirements from rail en- 
terprise the sum of $21,310,000 for 
ae on rail enterprise. [Page 
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As noted in the minority judgment 
of September 20, 1949, the rail earn- 
ings were not by the board’s decision 
in the 21 Per Cent Case required to 
bear all the dividend requirements of 
the corporation. The board recognized 
that the company’s other income rep- 
resenting an investment claimed by 
the railway of approximately $364,- 
000,000 before depreciation should 
provide a dividend of its own. In fact, 
for many years the 10 per cent cor- 
porate dividend on ordinary stock was 
made up of 7 per cent from rail earn- 
ings and 3 per cent from other income. 
Attention was also called to a pre- 
vious decision of this board authoriz- 
ing an increase which would permit a 
7 per cent dividend—which may be 
compared with the 5 per cent allowed 
by the board in the 21 Per Cent Case 
and the 5 per cent asked by the rail- 
way in the review hearings. 

In my opinion the claim of the Ca- 
nadian Pacific Railway for an allow- 
ance from rail earnings of an amount 
sufficient to pay a dividend of 4 per 
cent on the preferred stock and 5 per 
cent on the common stock is, in the 
light of present-day circumstances and 
conditions, entirely reasonable. [Page 


9.] 
As is indicated by the cases which 
I have mentioned, the “rate of return” 


technique has as yet in such matters 
to be applied by the board. 


AS a result of complaints from rep- 
resentatives of the various prov- 
inces in Canada which have not avail- 
able to them for purposes of competi- 
tion with the railways the benefits of 
highway and water transportation, a 
Royal Commission on Transportation 
(to conduct extensive inquiries) was 
established shortly after the 21 per 
cent increase in freight rates had been 
granted. Among the many representa- 
tions heard by it and which are pres- 


ently under advisement, was that of 
Canadian Pacific Railway requesting 
that the Royal Commission recom- 
mend to Parliament that the Board of 
Transport Commissioners for Canada 
be given statutory guidance which 
would require it to fix the general level 
of rates in the future upon the basis of 
“a fair return upon the investment.” 

The Canadian Pacific argued that 
the most expeditious and satisfactory 
method of determining a just and rea- 
sonable level of freight rates is on the 
basis of a “fair return on a reasonable 
rate base.” 


AS to the outcome of these repre- 
sentations and as to the basis 
which the board may adopt in the fu- 
ture, in the exercise of its duties under 
§ 325 of the Railway Act, one can but 
hazard a guess. Whether it will adopt 
a “rate of return” technique or con- 
tinue to apply the “fiscal require- 
ments” method in fixing rate levels 
remains to be seen. 

Whatever may be the merits or de- 
merits of the two different methods or 
techniques for establishing rate levels, 
it may be asserted with some confi- 
dence that the one which the Canadian 
boards have, to date, applied has been 
well suited to the peculiarities of our 
great and vast country which is still so 
largely in the stage of development. 
Through the years, by means of rate 
levels established by those boards, the 
services of all the essential transporta- 
tion and communication utilities with- 
in their jurisdiction, so vital to the Ca- 
nadian people, have been available in 
abundant measure. Without them the 
Dominion of Canada could not have 
expanded and developed as it has. 
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The Rdle of Accounting in 
Public Utility Regulation 


Part III. Accounting for original cost 


This is the third of a series of three articles by two well- 
known authorities on public utility accounting. It deals espe- 
cially with such troublesome problems as original cost concepts 
in accounting. As in the earlier instalments, the authors show 
how public utility accounting is becoming an end in itself. 


By J. RHOADS FOSTER anp BERNARD S. RODEY, JR.* 


RIGINAL cost in public utility ac- 

() counting and rate regulation 

has by regulatory ruling been 

given a specialized meaning as the cost 

of property when first devoted to any 

public service or to the particular pub- 
lic service." 

This specialized meaning of original 
cost may be defined by outlining the 
distinctions among the several kinds 
of past cost.* “Past cost” is a generic 
term which may be used to represent 


*Copyright 1950, by Prentice-Hall, Inc, Se- 
lected excerpts from Public Utility Account- 
ing, by J. Rhoads Foster and Bernard S. 
Rodey, Jr., shortly to be published by Prentice- 
Hall, Inc. 

1So defined in system of accounts for gas 
and electric utilities of the National Associa- 
tion of Railroad and Utilities Commissioners 
as well as the Federal Power Commission. 

2 Over 800 books or reports and 150 articles 
or manuscripts written during the past sixty 
years by authorities on public utility account- 
ing and rate regulation have been reviewed in 
the search for the meanings which at one time 
or another have been attached to “original 
cost” and related terms, 
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a family of concepts or kinds of evi- 
dence of cost, each expressed in dollars 
of past as distinguished from present 
value, and including original cost of 
construction, original cost to the own- 
er, original cost, prudent investment, 
and historical cost. 

These several terms often have been 
used in substitution for each other, or 
without a clearly expressed distinction 
of meaning, as though they have had 
or should have the same meaning. For 
some purposes and under some cir- 
cumstances, the distinctions may be 
without substantial significance. Thus, 
in the Minnesota rate cases,’ the 
Court made use of the terms (1) 
“original cost of construction,” (2) 
“actual cost of construction,” (3) 
“total investment cost,” (4) “original 
investment,” (5) “actual investment,” 


$ Simpson uv. Shepard (1913) 230 US 352, 
33 S Ct 729, 57 L ed 1511. 
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(6) “original cost,” and (7) “amount 
invested,” all apparently intended to 
mean the same thing, dollars of past as 
distinguished from present value. 


WE a public utility acquires 
property not previously used in 
serving the public, for example an in- 
dustrial power plant, original cost is 
not the cost of the plant to the original 
owner but is the cost to the acquiring 
utility of the tangible and intangible 
property purchased. An _ industrial 
power plant, a part of the output of 
which is sold to a distributing utility, 
is not generally property “devoted to 
public service.” The term public serv- 
ice apparently means services supplied 
by the businesses designated as public 
utilities by the public service commis- 
sion laws of the various states. 

Property has been acquired in many 
instances by a public utility from an 
enterprise supplying a different type 
of utility service. For example, a num- 
ber of electric street railway compa- 
nies at one time or another transferred 
their generating stations to electric 
utilities in connection with arrange- 
ments made by them to obtain an as- 
sured power supply. It appears that in 
such situations original cost is defined 
by the NARUC and FPC systems of 
accounts to mean cost at the time the 
property was first devoted to a public 
service, regardless of the type of util- 
ity service, and not at the time of ac- 
quisition by a utility of the type sub- 
ject to the system of accounts. 


T appears, however, that the Federal 
Communications Commission de- 
fines “original cost” in terms of the 
cost at the time when the property was 
first devoted to the public use as tele- 


NOV. 23, 1950 


phone property (not any public use). 
This somewhat curious difference in 
definition may be illustrated by assum- 
ing that an office building which had 
cost a street railway company $2,000,- 
000 was sold by that company at a 
price of $3,500,000. It appears that if 
the sale had been to an electric utility, 
the “original cost” of the office build- 
ing would be $2,000,000, while if the 
sale had been to a telephone utility the 
“original cost” of the same property 
would be $3,500,000. The system of 
accounts applicable to electric utilities 
defines “original cost” as the cost of 
property when first devoted to a public 
service; that is, by the street railway 
company. 

Depreciation to be accounted for is 
defined in terms of this specialized 
meaning of “original cost.” The differ- 
ence between “original cost” and the 
“net salvage value” of utility plant is 
required to be amortized or depreci- 
ated by charges to depreciation ex- 
pense, and credits to the depreciation 
reserve, over the estimated useful life 
of the plant. The excess of acquisition 
cost over “original cost” is not “depre- 
ciable” but is subject to amortization 
by charges to expense or income, or 
may be written off by charges to sur- 
plus, as the regulatory commission 
may approve or direct. 


Tangible and Intangible Assets 


HE accounting classification as be- 

tween “tangible” and “intangible” 
asset costs is not based upon attributes 
of tangibility or materiality. It is char- 
acteristic of asset costs classified as 
“intangibles” that they are common 
costs, incurred for the business in its 
entirety or for the benefit of important 
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segments of the business. Intangibles 
are not specific costs, readily assign- 
able as costs of particular material 
assets, but neither are some costs classi- 
fied for accounting purposes as costs 
of tangible assets. 

The accounting distinction between 
tangible and intangible assets thus does 
not necessarily reflect inherent charac- 
teristics of the assets but is dependent 
in part upon accounting practices and 
techniques or regulatory rules with re- 
spect to assignment of costs to tangible 
plant accounts. No conclusion as to the 
“merit” of an asset may be drawn 
merely from its treatment in account- 
ing classification. 


Value of Intangibles 


HE value of intangibles is in fact 

“rooted in prospective earning 
power.” So is the value of tangible 
assets. Neither is there a difference in 
this respect between utility assets and 
industrial assets. Therefore, the fact 
that the value of intangibles is rooted 
in prospective earning power is not 
itself sufficient to distinguish intangi- 
ble from tangible assets or to suggest 
any difference in accounting classifica- 
tion or rate-making treatment. 

The existence of asset value, as indi- 
cated by the capacity to contribute to 
future income, determines the pro- 
priety of continued retention of either 
tangible or intangible asset costs in the 
accounts. 


PUBLIC UTILITY REGULATION 


The essential difference with respect 
to “accounting valuation” of utility 
and industrial assets arises out of the 
regulation of public utility returns and 
the use of accounted-for costs as the 
rate base or as evidence of the rate 
base. The prospect of income, in the 
case of regulated enterprises, is de- 
pendent primarily upon rate-making 
policy, method, and practice. If the 
regulatory commission having juris- 
diction over charges for service has 
determined that the acquisition cost of 
intangible assets should be included in 
the rate base without amortization 
within the foreseeable future, there is 
no uncertainty as to the accounting 
treatment required by generally ac- 
cepted principles or standards. 

If such a regulatory commission al- 
lows the acquisition cost of intangible 
assets in the rate base, and in deter- 
mining the fair returns allows for their 
amortization among the operating 
revenue deductions, accounting stand- 
ards would dictate accounting disposi- 
tion by charges to expense. 


.’ is a generally accepted accounting 
“principle” that the cost of prop- 
erty having finite life or usefulness 
should be depreciated or amortized 
during its expected useful life. This 
standard does not, however, require 
the write-off or disposition of acquisi- 
tion costs classified as intangible assets, 
the earning power of which is main- 
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“THE accounting classification as between ‘tangible’ and 
‘intangible’ asset costs is based upon attributes of tangibility 
or materiality. It is characteristic of asset costs classified 


as ‘intangibles’ that they are common costs, incurred for 
the business in its entirety or for the benefit of important 


segments of the business.” 
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tained, when there is no prospect of 
any adverse circumstances which may 
depress the earning power advantage 
arising from the use of such intangible 
assets. 


iy a regulatory commission having 
jurisdiction over rates has deter- 
mined that the acquisition cost of tan- 
gible or intangible assets should not 
be included in the rate base, generally 
accepted accounting standards would 
seem to require disposition of such 
disallowed costs. 

A chief purpose of utility regulation 
is to determine the extent to which 
prospective earnings of enterprises 
possessing franchise privileges are in 
excess of fair and reasonable returns 
to investors. Such a determination re- 
quires reference to external economic, 
legal, and ethical standards, particu- 
larly the effect on the public interest in 
a social system of private enterprise. 

There is circularity of analysis when 
the nonrecognition of intangible asset 
costs is on the ground that they are 
rooted in prospective earning power 
and the effect of the accounting treat- 
ment is to determine prospective earn- 
ing power. Disregard of external 
standards thus creates a vicious circle, 
within which the rate base is made to 
depend on accounted-for costs, and ac- 
counted-for costs exclude all intangible 
costs merely because the value of as- 
sets, conventionally or by rule identi- 
fied as intangibles, is based on earning 
power. When the application of this 
earning power criterion is arbitrarily 
limited to the cost of intangible assets, 
it begs the question of includibility or 
reasonableness; on this basis no in- 
tangible costs would ever be includible 
in the rate base or in the accounts. 
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The applicable criterion of reason- 
ableness, regardless of the nature of 
the assets, is the effect on the public 
interest. 


Franchise Value 


A PUBLIC utility franchise is the 
subject of property rights. Fran- 
chise value may be actual and may be 
admissible in tax cases, purchase and 
sale transactions, and condemnation 
proceedings. So far as general account- 
ing principles are concerned, independ- 
ent of the fact of regulation and regu- 
latory rules, franchise value is general- 
ly similar to good will. Accounting rec- 
ognition and treatment should reflect 
the fact of value or lack of value. 
When reference is made to the 
standards of rate regulation, however, 
the cost of franchise value (unfair 
monopoly value) is identifiable as not 


subject to recognition either in rate 
base determination or for accounting 
purposes, except to the extent of pay- 
ments made to the state to acquire the 
franchise privilege. 


Origins of Intangible Asset Costs 


Sew history of typical public utili- 
ties had been a succession of 
mergers, consolidations, and purchases 
of adjacent smaller operating systems. 
Plant thus acquired was recorded on 
the books of the successor utility at the 
acquisition price or otherwise in ac- 
cordance with the accounting practices 
and the systems of accounts effective 
at the time. 

When an aggregate of tangible and 
intangible assets is acquired for a lump 
sum consideration, the values of the 
tangibles and intangibles are interde- 
pendent and separation is at best a diffi- 


756 





THE ROLE OF ACCOUNTING IN PUBLIC UTILITY REGULATION 





True Accounting Knows No Ideology 


¢€¢PecutaTiIon should not lose its capacity to recognize the forces 

and movements which determine values, to face economic reali- 

ties, and to decide issues on their merits. Neither should accounting con- 

trol by governmental authority operate to the disadvantage of a particu- 

lar social group; as a matter of social integrity an accounting method 
obviously should not be selected for that reason.” 





cult process. The circumstances of the 
acquisition and the nature of the as- 
sets represented are controlling in any 
such segregation. 

Acquisition costs commonly have 
been in excess of original cost in its 
specialized accounting sense, after ad- 
justment for accrued depreciation, for 
the reasons, among others, that the 
higher acquisition price reflected : 


1. A higher level of general prices 
and construction costs and a lower 
value of money at the date of acquisi- 
tion than at the dates of construction 
of the property. 

2. Capitalized savings in operating 
expenses and in capital costs available 
from acquisition of utility properties 
and their operation as parts of a larger 
integrated system. 

3. Franchise value defined as capi- 
talized capacity of the property to earn 
returns in excess of a fair return under 
the regulatory standards effective at 
the date of the acquisition. 

4. A mere absence of arm’s-length 
bargaining in instances where the ac- 
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quisition was from an affiliated owner. 


Original Cost Accounting and 
Rate Base 


HE Original cost innovation was 

defined as a “reclassification” of 
book costs, designed to provide in con- 
venient form and greater detail the in- 
formation which is significant and use- 
ful to regulatory commissions, inves- 
tors, and other interested parties. Such 
a reclassification of book costs cannot 
change the economic facts or the char- 
acter of the assets represented by the 
book costs; reclassification does not 
modify in any manner the standards 
which should determine appropriate 
accounting disposition of the book 
amounts. It does not determine the 
rates to be charged to consumers for 
the utility services, although it may 
supply additional information, to be 
considered in the light of the applica- 
ble criteria of a fair return. 
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The reclassification, as such, does 
not have the effect of requiring the ac- 
counts to be kept on a basis which 
shows only the costs of some prior 
owner, since both the costs of the prior 
owners and the accounting entity’s 
own costs may be shown on the balance 
sheet. Costs to the business entity of 
assets having a continuing value thus 
are not necessarily denied a place in 
the asset accounts or debarred from 
appropriate amortization. Only the 
original cost of utility plant in service 
is admitted to “accounted-for deprecia- 
tion.” Book costs reclassified as ac- 
quisition adjustments, representing as- 
sets of continuing value, may be sub- 
ject, however, to amortization by 
charges to expense, and no necessary 
difference in purpose and effect exists 
between such amortized cost and such 
accounted-for depreciation. 


| sores statistical comparability 
of the plant records, an asserted 
purpose of the reclassification, has not 
been realized, for the reason that the 
comparability sought was a nominal 
and not a real comparability. The orig- 
inal cost of utility plant in service, con- 
structed over a long term of years, is a 
conglomerate of dollars alike in name 
only. Reliable and useful calculations 
or comparisons cannot be made, or 
conclusions reached, unless the dollars 
of original cost are first adjusted for 
the changes which have been experi- 
enced in the size of the dollar as the 
standard of measurement. To illus- 
trate, if the dollar of 1950 purchasing 
power size is made the standard, plant 
constructed before World War I is 
represented in the plant accounts by 
400-cent dollars but by one-fourth the 
equivalent number. Plant constructed 
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in 1939 is represented in the plant ac- 
counts by 200-cent dollars but by one- 
half the equivalent number. An as- 
sumption that original cost dollars 
represent comparable real things and 
in this sense establish utility account- 
ing on a “uniform basis” is an expres- 
sion of the “money illusion.” Since the 
purchasing power of money has tended 
to decline over nearly the entire life of 
utility enterprises, and acquisitions 
generally were made at price levels 
which were higher than at the time of 
plant construction, restatement on the 
basis of original cost undoubtedly has 
reduced rather than increased the real 
comparability of the total number of 
dollars recorded in the plant accounts. 


_—— that the original cost pro- 
visions of the revised systems of 
accounts were in fact a “mere matter 
of accounting,” there would, however, 
be no substantial barriers to making 
original cost accounting function in a 
manner consistent with the responsi- 
bilities of managements to their stock- 
holders and to the public. No princi- 
ples of accounting or of economics are 
violated by reclassification to disclose 
the original cost of utility properties, 
although there may be some question 
as to whether the net advantages are 
worth the expenditures in time and 
money which have been experienced. 
The specialized “original cost” ac- 
counting has not been in fact a “mere 
matter of accounting” but has been 
coupled with a drive, particularly by 
the Federal regulatory agencies, to 
make original cost a formula for rate 
regulation. The purpose of the ac- 
counting innovation went beyond that 
of making information available for 
regulatory and financial uses and, in 
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part, was that of making the accounts 
an instrument of rate regulation, so 
that the original cost rate base might 
be read directly from the accounts. 
The propriety of original cost as an in- 
novation in accounting regulation is, 
therefore, necessarily to be considered 
on the basis of the reasonableness of 
its intended use in rate regulation. 

A combination of an original cost 
rate base with a rate of return which 
reflects current cost per dollar of capi- 
tal is a hybrid rate-making formula. It 
is consistent with neither the “prudent 
investment” nor with the competitive 
cost approach to rate regulation. It is 
consistent with no available criteria of 
reasonableness of the “end result.” 
The product of such a rate-making 
formula corresponds neither to inves- 
tors’ return expectations at the time of 
their commitment of capital to the en- 
terprise nor to their alternatively avail- 
able returns at the time of the rate pro- 
ceeding from investments of corre- 
sponding risks. The formula is suspect 
because in a period of high prices it is 
the combination of rate base and rate 
of return which provides the lowest 
possible end result. The regulatory 
process thereby creates an increased 
risk for investors, that when circum- 
stances are reversed some other regu- 
latory formula will be chosen to again 
provide the lowest possible end result. 


Oa cost in its specialized ac- 
counting sense is to be sharply 
distinguished from “prudent invest- 
ment” in utility properties. Within the 
framework of the original cost pro- 
visions, the accounting treatment of 
total asset costs obviously could be 
made consistent with the prudent in- 
vestment method of rate regulation, 
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which tests prudency by reference to 
the generally approved regulatory and 
managerial practices and business con- 
ditions as at the time of the business 
transactions. 

It is clear that the rigid requirement 
that acquisition adjustments be amor- 
tized by charges below the line, with- 
out regard to the nature or value of the 
assets represented, does not determine 
the necessary treatment of the cost 
items for the purposes of rate regula- 
tion. The accounting treatment does 
place an exceptional and sometimes 
unfair burden of proof upon the pub- 
lic utility. Such a rigid rule, made on 
the ground that the disposition is a 
mere matter of accounting, either (a) 
may be inconsistent with the an- 
nounced purpose of making accounting 
results directly useful for rate making 
or (b) may reflect an actual intent that 
such amortization be treated for rate- 
making purposes as charges against 
income. 

The test of reasonableness and pro- 
priety of regulatory orders is not the 
mere avoidance of constitutional con- 
fiscation within the narrowed limits of 
review by the Federal courts. It ap- 
parently is no longer the function of 
the Federal courts to recognize the 
public interest in maintaining adequate 
business incentives under our private 
enterprise system. Mr. Justice Learned 
Hand gave this judicial answer to the 
complaint that a community cannot 
advance where no rewards are held 
out for managerial enterprise or the 
taking of investment risks: 

... We have, however, nothing to do 

with such considerations ; they are for 

Congress, to which alone is given 

power to measure and balance con- 

flicting economic interests. How far in 
the end it will dampen progress to hold 
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down the profits of those who greatly 
venture; how far—if it does—the re- 
sulting gains to consumers will not 
balance the loss : these issues are plain- 
ly not for judges, who indeed are not 
well qualified to deal with them, even 
if that were within their powers.‘ 


FS aunes-anige of the original cost 
provisions of the revised systems 
of accounts has been a phase of the at- 
tempt by some regulatory commissions 
to eliminate from rate regulation the 
continuing “specter of value.” That 
past cost is fair value is a regulatory 
sham, although administrative fiat may 
go far toward narrowing the gap be- 
tween actual value and original cost.® 
Changes in values, reflecting changes 


4 Niagara Falls Power Co. v. Federal Power 
Commission (1943) 51 PUR NS 40, page 53, 
137 F2d 787. 

5 The original cost formula has been dis- 
carded in some instances where it was evident 
that the value of acquired property was less 
than its original cost. Thus, where the price 
paid by a public utility for an abandoned trans- 
mission line was less than its original cost, the 
difference was held to constitute existing depre- 
ciation and was required to be credited to the 
reserve for depreciation instead of to the ac- 
quisition adjustment account. Re Cabot Gas 
Corp. (1943) 48 PUR NS 110. 


in the purchasing power of the mone- 
tary unit or other causes, would be dis- 
regarded, even when reflected in neces- 
sary and unavoidable cost to the ac- 
counting entity. 

In a dynamic economy the forces at 
work are subject to rapid and substan- 
tial changes, of relatively and absolute- 
ly large proportions. Regulation should 
not lose its capacity to recognize the 
forces and movements which deter- 
mine values, to face economic realities, 
and to decide issues on their merits. 
Neither should accounting control by 
governmental authority operate to the 
disadvantage of a particular social 
group; as a matter of social integrity 
an accounting method obviously 
should not be selected for that rea- 
son. 

Finally, the search for simplicity 
and certainty in rate regulation should 
not become an end within itself. When 
methodology and administrative con- 
venience do become ends within them- 
selves, the long-term public interests 
cease to be served by regulation. 





a4 Fw wer teenanpvas seems now to be developing that 
holds bigness per se to be in violation of the antitrust 
laws—perhaps on the theory that bigness cannot be achieved 
without in some way damaging the public interest. 
“It is my belief that such considerations do not give suffi- 
cient weight to one basic economic fact—that it is the customer, 
and the customer alone, who casts the vote that determines how 


big any company should be. 


“The regulations laid down by the consuming public are far 
more potent and far less flexible than any code of law, merely 
through exercise of the natural forces of trade. 

“To me it seems a simple axiom that those companies who 
gain the approval of their customers through supplying satisfy- 
ing goods and services will grow and prosper. Those who are 
less favored will grow and prosper to a lesser extent. 

“It is the customer, in the last analysis, who is judge, jury, 


prosecutor, and executioner.” 


—CrawFrorp H. GrEeENEWALT, 
President, E. I. duPont de Nemours & Company. 
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Washington and the 
Utilities 


Utilities and the Elections 


¥ is a bit early to appraise the election 
returns and their possible future im- 
pact upon the electric and natural gas 
utilities, but it would not be wishful 
thinking to forecast that advocates of 
continued expansion of Federal power at 
the expense of the private utilities will 
not have the “easy sailing” they have 
experienced with previous Congresses. 
There may be one exception—the Rural 
Electrification Administration; because 
of its close links with more than 3,000,- 
000 farm families, it may expect congres- 
sional favor. 

To what extent REA expense will 
continue is a matter of conjecture. REA 
has generally been able to get what it 
asks in the way of lending authority. 
But the diversion of large quantities of 
critical materials—copper, steel, lumber 
—to defense production may mean that 
activities of this super lending agency 
will have to be tapered. There remains 
the possibility, however, that a large seg- 
ment of Congress, as well as the National 
Production Authority, may feel that ma- 
terials should be made available to some 
of the pending super cooperatives as a 
means of releasing private power to 
industry. 

On the other hand, the larger co-ops 
will have close attention, perhaps a 
rather thorough investigation, by the 
82nd Congress—especially those which 
propose to immediately lease their entire 
generating and transmission facilities to 
some Federal agency, such as the South- 
western Power Administration. An agri- 
culture subcommittee of the Senate Ap- 
propriations Committee has already 
expressed some concern over these deals, 
and suggested an investigation by the 
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full Committee on Agriculture and For- 
estry to determine if special legislation 
is needed. 


N the meanwhile, a subcommittee of 

the House Committee on Expendi- 
tures in the Executive Departments has 
called upon REA to furnish exhaustive 
data on the super co-ops. Just what the 
subcommittee is looking for has not been 
formally stated, but there is reason to 
believe it, like the Senate Appropriations 
Agriculture Subcommittee, feels that the 
jumbo co-ops may rightfully be matters 
for separate congressional consideration, 
each on its own merits, rather than trans- 
actions to be handled solely by REA. In 
the interim, a group of Missouri and 
Arkansas power companies have sought 
to enjoin REA and other Federal agen- 
cies from completing certain loans to 
super co-ops in the Sooner state which 
plan to immediately lease their facilities 
to SWPA. 

In other fields of Federal power—In- 
terior and the Army Engineers—it is 
doubtful that the incoming Congress, 
mindful of a huge military budget and 
near-crushing tax burdens, will appro- 
priate funds for any new projects unless 
they can be quickly constructed and defi- 
nitely shown to be of material aid to 
defense production. By the same token, 
so-called pork barrel projects may not 
have particularly generous treatment at 
the hands of the new Congress. 

A revival of the vetoed Kerr Bill to 
reaffirm the intent of the Natural Gas 
Act to exempt producers and arm’s- 
length gatherers from regulatory juris- 
diction of the Federal Power Commission 
does not seem likely. However, a severe 
winter in the natural gas-consuming 
areas of the eastern states could bring 
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about renewed agitation for this measure 
if it can be positively shown that such 
a law would result in increased explora- 
tion and drilling. 


¥ 
The Short Session and Taxes 


T is not conceivable that the “lame 

duck” session of the 81st Congress 
will do much more than consider an ex- 
cess profits tax bill. It is less likely to 
pass it. Extension of rent control beyond 
its present expiration date, December 
31st, is probable. 

Although Ways and Means Committee 
hearings on an excess profits measure 
opened in mid-November, there are indi- 
cations that Congress, particularly the 
Senate, will not act with any speed, 
despite labor union pressure. Further, 
administration circles regard this type 
of levy as difficult to administer fairly. 
But, for political reasons, the White 
House may promote an excess profits 
tax. 

In all probability the new Congress 
will impose a heavy tax on those profits 
directly traceable to defense production 
orders as well as a sizable hike in the 
rate on corporate income. 

Chances that the regulated utilities will 
fare better than they did under the war- 
time excess profits tax appear somewhat 
favorable. Representatives of the Edison 
Electric Institute and the American Gas 
Association have presented the case for 
the utilities to the technical staff of the 
House-Senate Joint Committee on In- 
ternal Revenue Taxation. At this point 
there has been no direct comment from 
that source, but there have been indica- 
tions of an understanding of the peculiar 
fiscal position of those companies now 
effectively stopped—by state and munici- 
pal regulation—from earning profits that 
would fall in the excess category. 


aa 
Lobby Probe Generates 


Friction 


T cannot be expected that the final re- 
port of the House lobby investigating 
committee will shed much real light on 
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lobbyists and lobbying. The first—or 
“interim”—report of the committee, 
headed by Representative Frank Buchan- 
an (Democrat, Pennsylvania), noted 
little more than a subtle change in lobby- 
ing methods in the past few decades. 

Signed only by the majority members, 
the report drew caustic comment from 
the minority committeemen, all of whom 
professed not to have participated in its 
preparation, nor to have seen it prior 
to its release to the press. 

Specifically, there was no criticism of 
the utilities as such, but in a separate 
statement Chairman Buchanan named 
two western utilities and eight or ten 
other corporations which had declined 
to furnish information requested in 
a lengthy committee questionnaire. Bu- 
chanan was without comment, but Sena- 
tors Elbert D. Thomas (Democrat, 
Utah), James E. Murray (Democrat, 
Montana), and Theodore Francis Green 
(Democrat, Rhode Island) have de- 
manded “full information” on the re- 
fusals. Never a particularly effective or 
satisfactory measure, the Lobby Regis- 
tration Act may be scanned by the in- 
coming 82nd Congress for an overhaul, 
with perhaps a clearer definition of lobby- 
ing. However, if this is done the action 
will originate in the Senate, not in the 
House where the present committee has 
not been particularly popular with lead- 
ers “on both sides of the aisle.” 


> 


Senate Fuels Investigation 


| perme reserves of the nation—including 
electric power—will be studied late 
this month and early December by the 


Senate Interior Affairs Committee, 
headed by Joseph C. O’Mahoney 
(Democrat, Wyoming). 

The study, authorized by S Res 239 
by Senator Francis J. Myers (Democrat, 
Pennsylvania), will not pursue the course 
of a formalized committee inquiry, but 
will be more of a “round table” discus- 
sion, with Interior Department officials, 
representatives of other Federal agencies, 
and leaders of the coal, oil, natural gas, 
and power industries participating. 
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Just what can be accomplished by the 
study is a moot question. The commit- 
tee’s report is to be submitted to Con- 
gress next January 3rd—a somewhat 
limited time in which to explore a broad 
and complicated subject. However, a 
member of the committee’s technical staff 
has said that, working with the Depart- 
ment of Interior, “much has been accom- 
plished.” 

* 


WRPC Report to Be on 
Schedule 


HE over-all report of the President’s 

Water Resources Policy Commis- 
sion, headed by Morris Llewellyn Cooke, 
first Rural Electrification Administrator, 
will be handed to President Truman on 
or before the December Ist deadline. 

Uncommunicative members of the 
commission are without comment as to 
the report’s probable contents and rec- 
ommendations, but it may not be inac- 
curate to surmise that it will strongly 
advocate water resources developments 
patterned after the “valley authority 
idea.” It can also be expected that the 
commission will link its recommenda- 
tions to the nation’s rearmament pro- 
gram. 

It is recalled here that commission 
hearings held in various sections of the 
country during the past summer revealed 
strong sentiment for state and local man- 
agement of water resources development 
programs with the Federal government’s 
participation more or less limited to fi- 
nancial, planning, and engineering aid. 


> 
Labor Unions Irk Propublic 


Power Agencies 


J gees without public comment, it 
is known that officials of two Fed- 
eral power agencies are disturbed that 
two outstanding labor unions are veer- 
ing sharply away from support of public 
electric power ownership and operation. 

A large thorn for the public power 
advocates was an article in the Novem- 
ber issue of Reader's Digest by Joseph 
A. Fisher, national president of the CIO 
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Utility Workers Union. Fisher vigor- 
ously opposed Federal participation in 
power distribution and was outspoken 
in his warning to rank-and-file member- 
ship that continued encroachment of gov- 
ernment in the field of power posed a 
serious threat to collective bargaining 
rights and other advantages the union 
now holds with the private companies. 
Equally irritating to the public power 
supporters was the action of the AFL 
International Brotherhood of Electrical 
Workers at its annual convention in 
Miami, Florida. Some 2,500 delegates 
enthusiastically applauded speeches by J. 
Wesley McAfee, president of Union 
Electric Company of Missouri, and Mc- 
Gregor Smith, president of the Florida 
Power & Light Company. Both of these 
executives vigorously attacked the gov- 
ernment’s power program as a grave 
threat to the private enterprise system, 
while IBEW President Daniel W. Tracy 
reasserted the union’s policy position on 
private versus public ownership of elec- 
tric utilities. Briefly, the IBEW’s position 
is that the “increase in the area of gov- 
ernment ownership and operation in 
utilities” is dangerous to the economic 
interests of the electrical workers. 


op 
Interior Uses Korean War 


HERE has been no letup by the De- 

partment of Interior in its efforts 
to stir up concern over a possible “power 
shortage” which department officials 
fear. Since the outbreak of hostilities in 
Korea, Interior officials have painted 
pictures of dire power shortages—short- 
ages which, according to Interior, gravely 
jeopardize the nation’s rearmament pro- 
gram. 

Assistant Secretary of Interior Wil- 
liam E. Warne, considered to be the 
department’s best orator, has been speak- 
ing in various areas, asserting that 
brownouts are inevitable in many sec- 
tions of the country unless generating 
capacity is sharply increased. 

Warne’s gloomy. prophesies are at 
variance with opinions of top members 
of the power industry. 
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Exchange Calls 


IBEW Makes Telephone 
Union Plans 


HE International Brotherhood of 

Electrical Workers served notice 
recently that it was preparing to contest 
telephone industry workers’ representa- 
tion with the CIO Communications 
Workers of America. 

Only a fortnight before a nation-wide 
strike of 17,000 Western Electric work- 
ers which started on November 9th, 
threatening a stoppage of Bell system 
telephone service, the rival AFL union 
(IBEW) indicated that it may take ad- 
vantage of any adverse developments for 
the CIO union. At its Miami convention 
last month, the IBEW approved a resolu- 
tion condemning the “trickery” of the 
CIO in organizing the Bell system tele- 
phone workers. The resolution declared 
telephone industry employees to be with- 
in IBEW jurisdiction and pledged funds 
and organizers to obtain their affiliation 
in the near future. IBEW President 
Tracy criticized the “disastrous six 
weeks’ strike in 1947” of the telephone 
workers under the same CWA leader- 
ship. The text of the resolution approved 
by IBEW follows: 


WHereas, the international presi- 
dent’s report shows there are eighty- 
four (84) different unions in the tele- 
phone industry, the majority of which 
are independent unions, and while it 
is desirable and necessary “to the wel- 
fare of the workers and the progress 
of their unions that they be codrdinated 
under a uniform leadership, and 

WHEREAS, most of these employees 
and their leaders recognize the weak- 
ness of their independent and disor- 
ganized status, and 
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And Gossip 


Wuenreas, the CIO has already set 
in motion a vast program of organiz- 
ing, whose objective it is to embrace 
all telephone workers throughout the 
country into one group, as they have 
done in the steel and automobile in- 
dustry; and have already, through 
political trickery and deceit, taken over 
more than 200,000 Bell employees 
since our convention in 1948, and 
leaving our own members employed 
in all branches of the telephone indus- 
try by both independent and Bell com- 
panies, fearful of and deeply concerned 
with the possibility of waking up some 
day in the very near future and finding 
themselves under a CIO bargaining 
unit by reason of the CIO obtaining 
company-wide and nation-wide labor 
board elections, which they are now 
seeking before the Labor Committee 
of the U. S. Congress, and 

Wuereas, Resolution No. 40 
adopted by our 1948 convention “rec- 
ommended to the international presi- 
dent that an extensive organizing 
campaign within the telephone industry 
be instituted as soon as possible” and 
as a result of that action some progress 
was made, but in comparison to the 
whole, only the surface has been 
scratched, and 

WHEREAS, many of the contracts 
that impeded our brotherhood’s organ- 
izing progress since 1948, because they 
barred labor board elections, will ter- 
minate in the coming year, presenting 
an excellent opportunity to organize 
these units under the banner of the 
IBEW in the immediate future, and 

Wuereas, the charter of this or- 
ganization by the American Federa- 
tion of Labor states that it was granted 
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EXCHANGE CALLS AND GOSSIP 


“for the purpose of a thorough organ- 
ization of the trade” as stated in our 
Constitution, 

Be It THEREFORE RESOLVED, that 
the international president be called 
upon to take immediate steps to re- 
double the brotherhood’s efforts by 
expending the necessary funds and to 
take the necessary steps to counteract 
the organizing activities of rival unions 
in the telephone industry and bring to 
a successful conclusion the organizing 
of all telephone employee units within 
the jurisdiction of the International 
Brotherhood of Electrical Workers. 


* 
REA Phone Loans 


ESPITE the Rural Electrification Ad- 
ministration’s action recently in 
approving four loans to REA rural tele- 
phone cooperatives totaling more than 
$4,000,000, it was reported to be stand- 
ing on its policy positions with respect 
to “noncompetitive” rural telephone 
loans. These four co-op loans were made 
on the last two days of the statutory 
year following enactment of the Rural 
Telephone Loan Act, and amounted to 
more than half of all kinds of loans pre- 
viously approved ($7,901,500) during 
the rest of the year, up to October 6th. 
It was explained, however, that these 
co-op loans were regarded as “noncom- 
petitive”’—meaning that they are not 
being made to finance facilities which 
would actually compete with any exist- 
ing service in the areas to be served. 
Only in the case of one of the loans (to 
a co-op in Portales, New Mexico) has 
any question been so far raised by an 
existing private company that the result- 
ing services might be competitive. 
More significant was the fact that REA 
deliberately pushed these co-op loans to 
beat the statutory deadline, October 28th, 
which marked the end of the one year’s 
grace during which only applications 
from existing telephone service opera- 
tors could be considered in competitive 
service areas. This action would indicate 
that REA did not want to make it ap- 
pear that it was waiting around for the 
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one-year preference clause to expire, be- 
fore making these loans to codperatives. 


> 


May Refuse Advertising 
Material 


Ppt state court in Florida has 
ruled that the Southern Bell Tele- 
phone & Telegraph Company may re- 
fuse to accept (for printing in its com- 
mercial directory) advertising material 
submitted by a subscriber who would 
not have his copy prepared by an ap- 
proved advertising agency. 

The subscriber sued in the Florida 
Circuit Court of Dade County to compel 
the company to accept his display adver- 
tising on grounds that the telephone di- 
rectory was part of a company’s public 
utility service and therefore subject to 
regulation. The court pointed out that 
there are various other ways in which 
a person desiring to promote his busi- 
ness operations might advertise. The 
telephone book “is merely one of several 
which are available.” For that reason, 
the telephone directory advertisement 


was held to be “necessarily the subject of 
private contract and not of public regu- 
lation.” The suit was dismissed. 

The court mentioned newspapers, 
magazines, radio, television, direct mail, 
and other methods of business promotion 
as alternatives to directory advertising. 


= 
PT&T Denied Increase 


HE California Public Utilities Com- 

mission last month, by unanimous 
vote, dismissed Pacific Telephone & Tele- 
graph Company’s application for a $36,- 
000,000 increase in California phone 
rates. It was the first time since World 
War II that a major public utility had 
been denied an increase. 

The disrifissal came even before pro- 
testing cities had presented their evi- 
dence, and a commission spokesman said 
it was the first time that had ever oc- 
curred. 

The dismissed application would have 
increased California rates by nearly 12 
per cent. 


NOV. 23, 1950 





Renewed Inflation Dangers 


HERE is so much loose talk about 

inflation that it is difficult to get a 
clear-cut idea as to the progress made by 
inflationary forces, the effectiveness of 
the curbs and controls set up by Wash- 
ington, and the long-term dangers which 
may still face us. Inflation is like an in- 
sidious disease which may seem to be 
under control, only to break out in a new 
guise. Perhaps a discussion of some of the 
yardsticks by which to measure inflation 
may be of interest. 

The best indices to watch are those 
representing the so-called “sensitive” 
commodity prices and “futures,” but 
these fluctuate so rapidly from day to day 
that they do not always reflect an under- 
lying trend. The Bureau of Labor Sta- 
tistics index rose to 332.2 on October 
26th, about equaling the high of Septem- 
ber 15th. Imported raw materials have 
recently pushed ahead to new highs, and 
grey markets are developing in some 
metals and in certain steel products. 
The Dow-Jones futures average recently 
stood around 186 compared with the Sep- 
tember high of 191 and the previous 1947 
high around 170. The Dow-Jones index 
of spot prices recently had recovered 
almost to the September high (following 
the letdown in late September and Octo- 
ber). The all-commodity index of the 
U. S. Department of Labor stood at 168.9 
as of October 28th compared with 152.9 
in April, or a gain of 11 per cent, 
about two-thirds of which reflected the 
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“Korean crisis.” However, the slow- 
moving cost of living index (not as up 
to date) at last reports was only around 
174 compared with 170 a year ago and 
105 in 1941. 


USINESS loans by New York city 
banks recently rose to a new peak, 

up $95,000,000 in the week ended Octo- 
ber 25th. Thus far the mild banking 
controls — the moderate increases in 
short-term money rates initiated by the 
FRB—have not had any noticeable effect 
in curtailing bank credit. Of course, the 
current increase reflects the scramble by 
manufacturers to build inventories before 
new controls and priorities are instituted. 
Thus these controls are, temporarily at 
least, having the opposite effect for 
which they are designed. If the present 
trend continues some stronger action by 
the FRB, such as a change in bank re- 
serve requirements, may be anticipated. 





DEPARTMENT INDEX 
Renewed Inflation Dangers 
“New Money” Financing Again 
Active, after Slowdown Due to 
Korean Crisis 768 
Table—Offerings of Utility Securi- 
ties Since August 15th 769 
Chart — Rapid Rise of Industrial 
Sales of Electricity 
Excess Profits Taxes—Brochure by 
Ebasco 771 
Table—Financial Data on Dividend- 
paying Electric Utility Stocks 
772, 773, 774 











766 








FINANCIAL NEWS AND COMMENT 


So far as deficit financing by the gov- 
ernment is concerned, this is not a factor 
in the current inflation. The deficit for 
July-October was only $817,000,000, as 
compared with nearly $3 billion last year. 
With the large tax income anticipated 
next spring, officials think this fiscal year 
may even produce a modest surplus. 
However, with the anticipated big jump 
in military requirements—probably an 
added $15-$20 billion—in the new fiscal 
year beginning July 1st, deficit financing 
will again be in order unless taxes are 
increased very sharply—which seems un- 
likely for the usual political reasons. 

While the average citizen usually 
blames the Federal government for infla- 
tion, in the postwar period John Q. Pub- 
lic himself has been largely to blame. 
The table below shows the debt record 
since the end of the war—and debt crea- 
tion plays a major role in inflation. 


NSUMER credit, for which we have 
recent figures and which represents 
part of total private debt, has been rising 
rapidly in 1950. In September, instal- 
ment credit rose $322,000,000 to a total 
of $13.3 billion; and total consumer 
credit rose $504,000,000 to $21.5 billion. 
September’s advance reflected largely 
purchase of cars, television sets, and 
similar goods on the instalment plan, 
despite mild curbs placed on such buying 
during the summer. However, in 1951 
“tough” government curbs on housing 
plus shortages of consumer goods may 
reverse the picture—debt creation by in- 
dividuals should taper off, while govern- 
ment debt will begin to mount again. 
Of special interest to the utilities at 


Federal (net) 
State and Local 
Corporations 
Individual 


this time are: (1) the tight situation in 
copper and other metals needed for their 
construction programs, and (2) the large 
number of wage increases, both voluntary 
and negotiated, being granted to Ameri- 
can labor with tacit administration con- 
sent or encouragement. 

According to Newsweek, some 40 to 
50 per cent of the nation’s copper supply 
is expected to be going for military needs 
(including stockpiling) within the next 
few months, so that civilian use may 
almost be cut in half. Copper producers 
have notified fabricators that they are 
holding back up to 50 per cent of their 
output to take care of defense orders. 

As to wages, the administration appar- 
ently can find plenty of loopholes for a 
lenient labor policy in the Stabilization 
Act, since increases are to be prohibited 
only where they “require” a price 
increase. Because of present record- 
breaking profits for many industrial com- 
panies, it is assumed that wage increases 
can be made at the expense of stockhold- 
ers. This may be possible for some indus- 
tries, but is it true for the utilities, 
already worried over impending tax 
increases? 


HAIRMAN Symington of the Na- 

tional Security Resources Board 
has threatened that if industry does not 
exercise restraint in advancing prices the 
government will roll them back, although 
he still hopes that direct controls will 
not be necessary and that government 
warnings and indirect action will prove 
adequate. But he has not criticized labor’s 
demands for higher wages, apparently 
holding that (in some cases at least) 


Per Cent 
Increase 
$219* 


$230 D 5% 
14 18 29 


94 112 19 
62 93 50 


$400. $442 10% 


——Billions—— 
19 1949 


* The decrease in Federal debt probably reflects reduction of the huge 
cash balance held by the government at the end of the war. 
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these may have been necessary to com- 
pensate for lower purchasing power. The 
National City Bank of New York, in its 
recent monthly letter, refuted labor’s 
claim that real wages had declined in the 
postwar period, pointing out that the real 
purchasing power of hourly wages is 
5 per cent higher than at the end of 1944 
and still headed upward as wage in- 
creases recently granted and likely to be 
granted over the rest of the year will 
further outrun the steadily rising cost of 
living. 

An indication of the wage trend as it 
affects utilities was the action of Con- 
solidated Edison of New York on Octo- 
ber 28th in signing an agreement with 
the CIO Utility Workers Union grant- 
ing annual pay increases of $8,200,000, 
effective January Ist. The estimated 
average wage would be increased from 
$1.64 an hour to $1.74 after January Ist 
and $1.79 after July Ist. Payroll costs 
would be increased about 6 per cent for 
the first half of 1951 and 9 per cent for 
the second half, or an average increase 
of 7} per cent in 1951, assuming that the 
number of employees remains constant. 
After deducting Federal income taxes at 
a 45 per cent rate, the net cost of the 
wage increase would represent about 38 
cents a share on the company’s common 
stock. 


RANDOLPH BurRGEss, chairman 
e of the executive committee of the 
National City Bank, in a recent talk be- 
fore the chamber of commerce of the 
state of New York, pointed out that Eng- 
land, despite our many criticisms of the 
Socialist government, had been much 
more successful in stabilizing her econ- 
omy than the United States. Both labor 
and employers had agreed to “hold the 
line” when the pound sterling was de- 
valued a year or so ago, and the country 
has benefited greatly by this codperation. 
Mr. Burgess also pointed out that 
taxes against corporate income, particu- 
larly the excess profits tax, may be quite 
inflationary as compared with some other 
taxes. 
Since a large part of any increase 


in wages and expenses can be “charged 
off” against such taxes (thus reducing 
the amount of government income) they 
directly encourage wasteful spending by 
manufacturers. “To do what needs to be 
done,” he stated, “to encourage produc- 
tion and discourage spending—we should 
tax spending and not production. Taxing 
spending will encourage saving. This is 
a strong argument for more excise taxes 
rather than more income taxes—corpo- 
rate or individual. An excess profits tax 
is one of the poorest taxes in this situa- 
tion, for it removes incentives for added 
production and efficiency of production.” 


> 


“New Money” Financing Again 
Active, after Slowdown Due 
To Korean Crisis 


FTER the summer slowdown due to 
vacations and the effects of the 
Korean crisis on the security markets, 
activity in utility financing was resumed 
in September. The first equity financing 
of importance since mid-June was the 
offering of Central Maine Power Com- 
pany common stock (sold by the holding 
company, New England Public Service 
Company) on September 21st. On Octo- 
ber 4th, Southern Company made its de- 
ferred 1,000,000 share offering, and on 
the nineteenth Consumers Power fol- 
lowed suit with an important sale which 
had also been delayed. 

The earlier practice of pricing new 
stock subscription offerings (with com- 
petitive bids for the underwriting privi- 
lege) very close to the market was, how- 
ever, no longer used. Early in the summer 
the Michigan state commission had put 
a price floor of 33 on the proposed Con- 
sumers Power offering, but this limit 
proved impracticable and the stock was 
finally sold in October on a subscription 
basis at 28. Ohio Edison (former sister 
company in the Commonwealth system) 
also set a price of 28 on its stock offering, 
and in each case the price was about two 
points under the “going market.” As an 
added precaution, oversubscriptions were 
allowed. 
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PRINCIPAL PUBLIC OFFERINGS OF UTILITY SECURITIES 
August 15, 1950, to November 12, 1950 


Per 
Price Price Cent 
Amount To To * Gross 1m, Moody 
Mill. Description Company Public Spread Yield* Rating 
Mortgage Bonds 


Duquesne Light Ist 23s 1980 102.03 102.38 
Indiana Gas & Water Ist 23s 1980 ... 99.88 100.50 
Tenn. Gas Trans, Ist P. L. 3s 1970.. 101.10 101.75 
Virginia E. & P. 1st & Ref. 2s 1980 100.33 100.75 
Cleveland El, Ill. 1st 2%s 1985 100.24 
New Hampshire El. Ist 3s 1975 .... 101.18 
Delaware P. & L. Ist & Coll. 2%s 1980 100.16 
Utah P. & L. Ist 2%s 1980 100.18 
Assoc. Tel, Co. Ltd. Ist 2s 1979 ... 99.41 
Calif. El. Power Ist 2s 1980 98.66 
Milwaukee Gas Lt. Ist 34s 1975 .... 100.59 
Niagara Mohawk Gen, 2gs 1980 .... 100.63 


Debentures & Notes 


$3 Sierra Pacific Power Deb. 38s 1975 .. 100.79 
4 New Bedford Gas & Edison Light 
2 
6 


2.64% 
2.85 
2.88 
2.71 


i.) 
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“I 
ZRSLRISN 


tn 


23% Notes, 1975 101.36 
Calif. El. Power Deb. 3s 1960 100.58 
Milwaukee Gas Lt, Deb. 3%s 1970 .. 101.38 


Preferred Stocks 


Duquesne Lt. 3.75% Pfd. .......... $50.05 
Calif. Water Ser. 5.36% Conv. Pfd. 

(Par $25) os 
Florida Power Corp. 4.60% Pfd. . 61 
Alabama Power 4.60% Pfd. 00.06 
Tenn. Gas Trans. 4.64% Pfd. 
Ill. Power 4.26% Pfd. (Par $50) .. —_— 

10/26 1 States Power (Minn.) $4 


| Vin 


3 


gues 
mn 


sd 
bo 


Common Stock—Subscription Rights 
a ko) rrr rere 
10/4(e) 5 El Paso Nat. Gas 
10/19(e) 14 Consumers Power 
10/20(e) Sierra Pacific Power 
10/27(e) 2 Western Nat. Gas 
10/30(e) 1 Ohio Edison 
10/31(e) Rochester Telephone 


Common Stock—Other New Money Sales 


1 Southern Company 

8 Tenn. Gas Transmission 
7 Illinois Power 

1 West Coast Telephone 


Common Stock—Noncompany Sales 
4 Central Maine Power $15.34(a) $16.25 60% 
aa. MC ers 31.42(c) 32.00(b) 1.8 
15 Pacific P. & L. 13.00(d) 14.00 7.7 


* Yield to maturity on bonds. (a) Purchased from New England Public Service Company. 
(b) Plus commission. (c) Purchased from Standard Gas & Electric Company. (d) Approxi- 
mate. Stock was purchased from group of investors headed by A. C. Allyn & Co. (Chicago) 
and Bear, Stearns & Co. (e) Date rights expire. (If underwritten, some stock may be sold 
by underwriters at intervals prior to expiration of rights.) (f) The gross spread or cost of 
financing paid by the company would be the difference between the net price to the company, 
and the prevailing market price before announcement of the offering. The underwriting cost, 
if any, is usually relatively small, except where the issue is priced close to the market. 
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Federal Power Commission 


Despite the summer slowdown, total 
utility financing for the nine months 
ended September 30th for all types of 
utilities totaled $2.7 billion compared 
with $2.3 billion in the same period of 
1949, according to the comprehensive 
statistical tabulation of new utility issues 
prepared by Ebasco Services Incorpo- 
rated. 

The biggest gain was for gas com- 
panies, which more than doubled the 
previous year’s figure, while communica- 
tions companies lagged. 

Refundings were more in evidence 
this year than last year—$800,000,000 
compared with $240,000,000—but hold- 
ing company (and other) sales from port- 
folios at $124,000,000 ran somewhat 
lower than last year. New money financ- 
ing of $1.8 billion was approximately the 
same as in 1949. The amount of equity 
financing was almost exactly the same, 
but there was a little more emphasis on 
preferred stocks at the expense of bonds. 
The amounts and ratios for new money 


financing were classified as follows: 


Millions Percentage 
Long-term Debt ... 


$1,283 71% 
Preferred Stock ... 223 12 
Common Stock ... 314 17 


"100% 


For the electric companies alone, the 
percentages were debt 59 per cent, pre- 
ferred stock 18 per cent, and common 
stock 23 per cent. The showing for the 
electric companies with respect to equity 
financing was much more favorable than 
for the gas companies, whose sales of 
common stock furnished less than 10 per 
cent of their total new money. Of course, 
in appraising the equity ratios allowance 
should be made for “plowed-in earnings” 
which are the equivalent of additional 
equity financing. 

Turning to the sales methods em- 
ployed, we find that stock offerings on 
a subscription basis were somewhat less 
popular than a year ago, except for gas 
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companies. For electric companies the 
breakdown was as shown in the table 
below, in millions of dollars. 


- 
Excess Profits Taxes—Brochure 


By Ebasco 


Oe =p SERVICES INCORPORATED, serv- 
ice subsidiary of Electric Bond and 
Share, has issued a 28-page brochure 
entitled “The Impact of an Excess 
Profits Tax on the Private Electric 
Utility Industry.” This study brings 
together in convenient sequence and 
well-reasoned form the arguments and 
data which prove that EPT in its World 
War II form is inapplicable to utilities 
without great injustice to individual com- 
panies, and that its revival would consti- 
tute a grave threat to the equity financing 
program required over the next two or 
three years to complete the construction 
of additional electric power capacity 
urgently needed for the defense program. 

With reference to the former EPT 
law which permitted only 50 per cent 
of debt to be used in the computation of 
the invested capital base, the Ebasco 
study points out: 


According to the latest estimates, 
long-term debt of all manufacturing 
corporations amounted to only 12 per 
cent of the total capitalization. It is 
evident, therefore, that the 50 per cent 
rule with regard to debt in the compu- 
tation of excess profits puts manufac- 
turing corporations in a preferred 
position as regards their tax liability. 


The recent forecast of construction 
expenditures, prepared by the Edison 


e 


Competitive 
ing Sales 


Bidd 


Private Sales 

Sales to Public 

Sale by Subscription 
Underwritten 
Not Underwritten 


$756 


Electric Institute, indicates that $8.8 bil- 
lion will be required for new construction 
in the four years 1950-53, of which $2.2 
billion will have to be raised through 
equity financing; that is, through those 
securities which are most vulnerable to 
the imposition of excess profits taxes. 
The Ebasco statement may be quoted as 
follows : 


Equity prices are very sensitive to 
excess profits tax proposals. The Dow- 
Jones index for utilities dropped in 
1942 to 46 per cent of the 1939 base. 
The same pattern was repeated in the 
present crisis when utility common 
stocks dropped to 85 per cent of the 
June 23rd base on news of impending 
excess profits tax proposals. 

Obviously, any decline in utility 
security values will raise the cost of 
money to the utility companies. Utili- 
ties need large amounts of money for 
their plant and equipment, which 
makes the cost of money an important 
item to them. Utility yields, particu- 
larly on equity securities, have shown 
marked increases since the Korean 
crisis, and it is certain from the experi- 
ence in World War II that the im- 
position of excess profits tax will raise 
their cost of money to still higher 
levels. 

The burden of excess profits taxes 
on the electric utilities will be much 
heavier during the present emergency 
than was even the case during the last 
war. The reason for this is that the in- 
dustry’s refinancing program is sub- 
stantially over, and hence no further 
major reductions in interest charges 
can be anticipated. 


Negotiated 

Totals Percentages 
$235 16% 

241 997 69 


118 127 9 
85 85 6 


$679 $1,444 "100% 


~ 47% "100% 
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Furthermore, the advantage which 
many utilities had in filing consolidated 
tax returns will, to a large degree, be 
not available to most utilities since 
many holding companies in existence 
in World War II have been liquidated 
under the Holding Company Act. 

Another factor which will adversely 
affect the tax position of the utilities 
is that while substantial property addi- 
tions have been made, earnings from 
this new plant have not as yet been 
realized. Because of this situation cer- 


obviate this inequity are suggested on 
a later page. 

The utilities’ rapid technological 
progress, which has produced substan- 
tial economies in steam plant opera- 
tion, substation operations, etc., will 
serve only to penalize the industry, for 
a major portion of these economies will 
materialize in the years subsequent to 
the base period years. Hence, the ex- 
cess profits tax liability of progressive 
and well-managed systems in particu- 
lar and of the industry in general will 
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FINANCIAL DATA ON DIVIDEND-PAYING ELECTRIC UTILITY STOCKS 
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FINANCIAL NEWS AND COMMENT 


11/2/50 Indicated ——-Share Earnings*—— Price- 
e Dividend Prev. % In Earn. 
About Rate Period crease Ratio 
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(Continued) 


Long Island Lighti 

Louisville G. & E. 
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Bangor Hydro Elec, ...... 
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Colorado Central Power .. 
Concord Electric 
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Maine Public Service 
Michigan Gas & Elec. ..... 
Missouri Edison 
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Averages 
Averages, five groups ... 


Canadian Companies** 


C Brazilian Trac. L. & P. ... $2: 
C Gatineau Power : 
1. 
1. 


indo 


C Quebec Power 
C Shawinigan Power 
C Winnipeg Electric 


d—December. j—January. m—March. a—April. my—May. je—June. ju—July. B—Boston 
Exchange. C—Curb Exchange. O—Over-counter or out-of-town exchange, S—New York Stock 
Exchange. E—Estimated. *All twelve months’ earnings comparisons have been adjusted to reflect 
in both periods the present number of shares outstanding. If additional common shares have 
been recently offered, earnings are adjusted to give effect to the offering. **While these stocks 
are listed on the Curb, Canadian prices are used. (Curb prices are affected by exchange rates, 
etc.) tDoes not fully reflect $4,000,000 gas rate increase effective November 28, 1949, or electric 
rate increase of $8,800,000 granted in 1950. Earnings on average shares outstanding, $2.73; price- 
earnings ratio on this basis 11.7 and dividend pay-out 73 per cent. 
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Federal Official Reviews Utility 
Problems 


Defense 


EMBERS of the Southeastern Elec- 

tric Exchange at its recent meet- 
ing in Atlanta, Georgia, received an up- 
to-date report of defense activities from 
an official of the Munitions Board, the 
National Defense Department’s watch- 
dog of the industrial potential. Mark 
Eldredge, chief of the board’s utilities 
and fuel division, told the meeting that 
the three main problems which the de- 
fense program brings to the electric util- 
ity industry are: 


1. The need for maintaining sched- 
uled plant expansion. 


2. Operating aiong side controls is- 
sued to others but which will affect 
procurement by the utilities. 


3. Precautions to protect plant and 
operations to insure continuity of 
power supply. 


The former utility official pointed to 
the large increases in generating capac- 
ity of the industry since the close of the 
war—an increase from 50,110,928 kilo- 
watts to a present 68,000,000 kilowatts 
and still growing at an approximate an- 
nual rate of 6,500,000 kilowatts. He noted 
that this growth represents the present 
maximum rate at which equipment manu- 
facturers are able to turn out turbo- 
generators and other major equipment. 

He reported that there was much 
speculation regarding power require- 
ments for new loads expected from re- 
activated World War II plants which 
may be made available for production. 
These plants are now held in two groups 
by the Munitions Board—the depart- 
mental industrial reserve which may be 
assigned to the military departments for 
use in producing direct items, and the 
national industrial reserve which is for 
the production of more general items. 
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LDREDGE mentioned especially the 
large group of war-built aluminum 
plants, recently sold, but which would 
soon be making heavy demands for 
power. 

He stated that in addition to mak- 
ing use of these aluminum plants, plans 
are being made for many new light metal 
plants to increase further the production 
of aluminum and magnesium. The plans 
also include a plant for making titanium, 
“the new wonder metal.” Ten kilowatt 
hours are required to make a pound of 
aluminum or magnesium, and 23} kilo- 
watt hours for a pound of titanium. 

The speaker threw some light on the 
extent of war plant reactivation when 
he said: 


How many idle reserve plants will 
be started up depends on the extent to 
which the defense program is carried. 
Twenty-eight plants of various types 
are being considered for early reactiva- 
tion. Others may never be used for 
their original purpose but may be re- 
modeled or expanded for the produc- 
tion of new items which will come out 
of the research on which millions of 
dollars have been spent. The electric 
power required to operate all the plants 
put into operation cannot be deter- 
mined until the defense program has 
been more definitely worked out. It is 
probable that new production will be 
at the expense of some nonessential 
production for there is only so much 
raw material and so much man power. 


He added that plants now operating in 
domestic production on an 8-hour, 5-day 
week basis have a great potential reserve 
for emergencies. By adding a second and 
third shift and extending the workweek, 
an increase in production can be obtained 
without additional equipment. Only addi- 
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tional man power and materials are 
needed. 

He observed that the effect of such an 
increase in industrial production is to 
increase electric energy consumption 
without materially increasing demand. 
If the electric supply is from fuel-burn- 
ing generating plants, it is obtained 
through the burning of additional fuel. 
The same general situation exists with 
“run-of-the-river” hydro plants with a 
continuous source of energy. Eldredge 
pointed out that in the case of hydro- 
generation from stored water, a different 
situation exists. In this case the water 
available represents a certain number of 
kilowatt hours and no additional energy 
can be produced beyond this amount. 


HE utility expert then traced the for- 
mation of the various defense con- 
trol agencies under the Defense Produc- 
tion Act. He noted that under the “DO 
rating” order recently published by the 
National Production Authority, granting 
priorities to Defense and Atomic Energy 
Commission orders, electric power and 
solid fuels were exempt from the priority 
‘ratings. 
He pointed out the possible effect of 
this arrangement on electric utilities and 
added : 


You may be wondering how the elec- 
tric utilities will fare under this setup, 
particularly in keeping equipment and 
material orders on schedule. The Na- 
tional Production Authority Adminis- 
trator has indicated that the total of 
all DO orders contemplated at this 
time will not be sufficient to affect seri- 
ously other essential business. Some 
business is being reduced by credit 
regulations and other restrictions. 
There is a reluctance to provide addi- 
tional bands of priorities, for as soon 
as these are made available to one in- 
dustry, like the electric utilities, there 
will be a demand for similar provisions 
for other industries and soon every- 
thing would have to come under con- 
trol. 


He referred to the Defense Power Ad- 
ministration recently set up by the Secre- 


tary of the Interior to carry out his re- 
sponsibilities under the Executive Order 
10161 which gave the Secretary control 
over the electric power industry. He 
stated that one of the first jobs of the con- 
sultants and the advisory council on elec- 
tric power to the Secretary of the In- 
terior would be a survey of the manu- 
facturing situation on major items of 
plant equipment to ascertain the possi- 
bility of meeting scheduled deliveries, es- 
pecially since priority orders may affect 
even this class of goods. Still other sur- 
veys will be needed to determine where 
unusual load growth is developing and 
the localities where power is available for 
new defense loads. 


| ape pee then stressed the importance 
of plant protection. Of this he said: 


Another matter of interest to electric 
utility men is plant protection, or, more 
properly, protection of electric power 
supply. This is always important at 
times of tension and is especially so 
now when the cause for our defense 
program comes from a quarter noted 
for its subversive activities. Of immedi- 
ate concern are sabotage and espionage 
protection. Later, if conditions get 
really serious, will come provision for 
protective measures against open at- 
tack by a potential enemy. 


He went on to add: 


This is a subject that should receive 
more long-time study—not just a hur- 
ried survey in the face of some emer- 
gency. There are many features of gen- 
erating plant and substation location 
and design that can be adjusted at prac- 
tically no additional cost to give a 
greater assurance to power supply in 
time of war. This whole matter has 
been under study by the National Se- 
curity Resources Board and a report 
on the subject is about completed. 
Whether this will be released by the 
National Security Resources Board or 
through the new Defense Power Ad- 
ministration has not been indicated. 


The speaker closed by recommending 
that the electric utility men keep a watch- 
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ful eye on the effect of priority orders 
that have been placed with manufactur- 
ers, in order to detect the first signs of 
interference with the electric industry’s 
orders for essential equipment. This in- 
formation should be transmitted through 
proper channels to the Deputy Power Ad- 
ministrator of the Defense Power Ad- 
ministration.* 


As to instructions on plant protection, 
he advised the group that they might well 
get in touch with the National Security 
Resources Board and the Federal Power 
Commission. Instructions on plant pro- 
tection, prepared in World War II, are 
now being brought up to date by the Na- 
tional Security Resources Board. 

—D. T. B. 





World Power Conference Papers Released 


ONDON was the scene of the fourth 
plenary session of the World Power 
Conference July 10th to 15th, inclusive. 
The conference was attended by over 
1,300 people from 52 countries. After the 
conclusion of the meetings, a week was 
devoted to tours through engineering es- 
tablishments throughout Great Britain. 

Through the courtesy of the Execu- 
tive Committee of the United States Na- 
tional Committee of the World Power 
Conference, headed by Gano Dunn, of 
New York city, copies of these papers 
were made available early last August 
to the various business and technical 
publications as well as other persons hav- 
ing a special interest in the work of the 
conference. The treasurer and secretary of 
the Executive Committee, H. C. Forbes 
(executive vice president of Consolidated 
Edison Company of New York, Inc.), 
furnished such material, within the limit 
of the committee’s small supply, to the 
various publications and others having 
special need for such information. 

The United States was well repre- 
sented in the conferences with over fifty 
prominent private and public power offi- 
cials. Twenty-one of the 156 papers read 
at all sessions of the conferences were 


presented by the United States delegates. 

A history of the World Power Con- 
ference was presented in a recent edition 
of Fuel, a British publication, by Sir 
Harold Hartley, FRS, chairman of the 


International Executive Council. The 
British power expert traced the origin 
of the conference from its beginnings in 
1924 to the present, during which time 
“it has weathered the upheavals of the 
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last quarter of a century with its struc- 
ture unchanged.” Sir Harold gives credit 
for its existence to Daniel Nicol Dunlop, 
a Scotsman, who also had a long and dis- 
tinguished career in the electric industry 
of Great Britain. 

Participation by different countries in 
the first World Power Conference was 
organized by ad hoc committees which 
formed the nucleus of the permanent na- 
tional committees. The first meeting was 
held on June 24, 1924. The second World 
Power Conference was held in Berlin in 
1930 and the third in Washington in 
1936. The war intervened and it was not 
until the summer, of this year that the 
fourth conference convened. 

The theme of this summer’s London 
conference was world energy resources 
and the production of power. All papers 
presented dealt with the following: 


1. Energy Resources and Power 
Developments 

2. Preparation of Fuels 

3. Production of Power 


The papers in Division 1 consisted of 
a single report of the national committee 
from each country on its energy resources 
and their development since 1924. Divi- 
sion 2 contained a group of papers on the 
treatment of solid, liquid, and gaseous 
fuels and the manufacture of synthetic 
fuels preparatory to their use in the pro- 
duction of heat and power. Division 3 in- 
cluded a wide range of papers which cov- 
ered practically all the latest develop- 
ments in the production of power and its 
associated problem, the most economical 
use of the world’s energy resources. 
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War Emergency Prompts Man-power Survey 


WwW national mobilization in pros- 
pect, industry executives are be- 
coming increasingly aware of potential 
strains on man-power supply. Although 
directives may soon be expected from 
Federal bureaus in the event of an all- 
out emergency, there is now available a 
man-power study recently made by the 
Metropolitan Life Insurance Company. 
The study urged American industry to 
take stock of its operations now to avoid 
a severe man-power strain in the event 
of a speed up in defense activities. 

The study is the result of a survey on 
what industry is doing and can do in 
voluntary planning for the most effec- 
tive use of available man power in a na- 
tional emergency. 

It surveyed key industries and inter- 
ested agencies of the Federal government 
and summarized the results for execu- 
tives of companies. The report is entitled 
“Man-power Planning for National 
Emergency.” 

The document, which is designed to 
aid management in directing attention to 
the most likely trouble areas in man- 
power planning, discusses the problem 
from the angles of placing the responsi- 
bility for planning, the company’s role 
during national emergencies, conducting 
and analyzing an audit of current per- 
sonnel, filling the man-power gaps, com- 
pany policy regarding leaves, and other 
considerations such as civil defense and 
employee health, safety, and security. 

The companies taking part in the sur- 
vey agreed that another national emer- 
gency would affect all segments of the 
economy ; no single activity or individual 
would be able to remain apart. 

To attain maximum effectiveness, it 
was pointed out, all available man power 
would be employed directly according to 
the skills and experience most needed in 
the emergency. Those employed in essen- 
tial activities would remain so employed 
as long as their skills were used to the 
maximum benefit of the emergency pro- 
gram. 

The report stated that any trans- 
fers, reassignments, or labor migration 


NOV. 23, 1950 


would be directed into productive chan- 
nels essential to national safety. It was 
said that management should base its 
man-power planning on the essential rdle 
it would be expected to take in the emer- 


gency. 
N addition to the man-power require- 
ments of the armed forces, the report 
noted that another factor complicating 
man-power planning was the present lack 
of “slack” in the labor force. 

The current civilian labor force is es- 
timated in Washington at 65,000,000, as 
compared to 55,000,000 in 1940. While 
this indicates an increase of 10,000,000 
in the working force in the decade, the 
report noted that it does not mean that 
the man-power reserve is that much 
greater. 

The large pool of 8,000,000 unem- 
ployed in 1940 has been reduced to fewer 
than 3,000,000. This means that major 
mobilization would result in a fairly 
large-scale reshuffling of the current labor 
force, rather than the action of large num- 
bers of workers, and points up the neces- 
sity for management planning for the 
most effective use of available man power. 

On the subject of policies regarding 
military leaves for employees, the report 
said that it was too early to discern any 
definite trend in company policies. Most 
personnel officers questioned indicated 
that the leave policies in the recent war 
would be adjusted to meet current needs. 
It was noted that most progressive com- 
panies have adopted definite policies in 
the last five years on leaves for person- 
nel called to peacetime military training 
duty. 

While the report was prepared pri- 
marily for the use of executives whose 
companies insure their employees under 
the Metropolitan group policies, it will 
be made available to other executives who 
request copies. Requests should be ad- 
dressed: Policyholders Service Bureau, 
Metropolitan Life Insurance Company, 
1 Madison avenue, New York 10, New 


York. 
—D. T. B. 
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Notes on Recent Publications 


Civ Derense. The New York State Civil 
Defense Commission, headed by General 
Lucius D, Clay, has recently published its 
Public Pamphlet No, 1, entitled “You and 
the Atomic Bomb.” The 32-page pocket-size 
booklet contains easy-to-read information on 
the atomic bomb and what to do in case of 
an attack. Liberal illustrations and graph 
pictures describe the explosion and its vary- 
ing degrees of effect. Sketches of persons in 
various activities employing the best means 
of emergency protection vividly instruct the 
reader in most any occupation. Home pro- 
tection and first-aid measures are likewise 
shown. Copies may be obtained from De- 
partment E, Life Magazine, 9 Rockefeller 
Plaza, New York 20, New York. Ten cents, 
individually; less in quantity. 


SaBoTraGE—How To GuARD AGAINST It. Re- 
print of a manual of the same title by Harry 
D. Farren. Designed especially for company 
distribution to employees, Twelve pages. 
Price 25 cents single copies—quantity dis- 
counts available. Published by National 
Foreman’s Institute, Inc. New London, Con- 
necticut. 


Atomic Atrack. In 64 pages with illustrations 
coauthors John L. Balderston, Jr., and Gor- 
don W. Hewes outline a plan for survival 
in the case of atomic attack. The book is a 
practical manual for civil defense organiza- 
tions and also a “What to Do Book” for the 
individual, Both authors speak from experi- 
ence with atomic matters, Balderston having 
been an atomic scientist at Oak Ridge and 
Hewes, a former Air Force analyzer of 
Japanese target cities in World War II. The 
booklet is published under the auspices of 
Council on Atomic Implications, Inc., Box 
296, University of Southern California, Los 
Angeles 7, California. Price $1. Sold and 
distributed by Culver Products Company, 
Culver City, California. 


WE Are Nor HE ptess is the title of a pam- 
phlet published by The New York Times 
dealing with the atomic bomb. It contains 
reprints of eleven nontechnical articles which 
have appeared in the Times. Some of the 
subjects discussed are: How to Recognize 
an Atomic Blast; Damage from an Atomic 
Bomb; World Ruin Is Held Doubtful; and 
How Atom Air and Underwater Blasts 
Would Affect New York City. The articles 
found in the 46-page booklet are an expert 


analysis of the official government guide- 
book, “The Effects of Atomic Weapons.” 
They were written by William L. Laurence, 
Pulitzer prize-winning science editor of the 
Times. Price 10 cents. The New York Times, 
Times Square, New York, New York. 


THE SECRETS OF SURVIVAL under an atomic at- 
tack, according to a recently issued bulletin 
of the National Security Resources Board 
(Civil Defense Office), are: (1) know the 
bomb’s true danger and (2) know the steps 
you can take to escape them. Important 
points to be remembered appear in blocks as 
marginal notes. The text is prominently cap- 
tioned for ready reference. The center pages 
of the booklet contain “Six Survival Secrets 
for Atomic Attacks” in bold type with the 
footnote: “Remove this sheet and keep it 
with you until you’ve memorized it.” Sur- 
vival under Atomic Attack, Superintendent 
of Documents, U. S. Government Printing 
Office, Washington 25, D. C. Price 10 cents. 


British Atomic DEFENSE ideas are set forth 
in a Home Office (Civil Defense) Manual 
of Basic Training (Volume II), entitled 
“Atomic Warfare” (Pamphlet No. 6). In 
its 52 pages are found detailed information 
on the features of the explosion, the effects 
on persons and material, precautionary 
measures, and radioactivity. Illustrations of 
bomb damage at Hiroshima and Nagasaki 
give a vivid picture of the bomb’s poten- 
tial. An appendix presents a lesson in ele- 
mentary physics, complete with diagrams for 
those interested in the fundamentals of an 
atomic explosion. London: His Majesty’s 
Stationery Office. Two shillings net. 


PLant Protection. A new booklet has been 
released by the Munitions Board which em- 
phasizes that the primary responsibility for 
plant protection must be assumed by man- 
agement. It points out that only operating 
personnel are in a position to plan and im- 
plement those measures essential for security. 
The subject is treated in five chapters : Prob- 
lems of Plant Protection; Hazards to In- 
dustry; Internal Security; Minimizing Ef- 
fects of Enemy Attack; and Planning for 
Plant Protection. Methods of espionage and 
sabotage are outlined as are security meas- 
ures to protect against them. Principles of 
Plant Protection, Department of Defense 
(Munitions Board), Washington 25, D, C. 
Twenty-four pages. No price noted. 
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The March of 
Events 


In General 


INGA Names Officers for 
Coming Year 


EETING in annual convention at 
Houston, Texas, last month, mem- 
bers of the Independent Natural Gas 
Association and its directors named offi- 
cers for the coming year. Nearly 225 
members attended the one-day meet 
which was described as the “most inter- 
esting and successful” the association has 
ever held. 

Paul Kayser, of Houston, Texas, presi- 
dent of El Paso Natural Gas Company, 
was chosen by the board of directors as 
president for the coming year. C. P. 
Rather, of Birmingham, Alabama, presi- 
dent of Southern Natural Gas Company, 
was named first vice president, and John 
F. Merriam, of Omaha, Nebraska, presi- 
dent of Northern Natural Gas Company, 
was named second vice president. 

Fred W. Peters, of Tulsa, Oklahoma, 
treasurer of Oklahoma Natural Gas Com- 
pany, was reélected treasurer of the asso- 
ciation; John A. Ferguson, of Washing- 
ton, D. C., was continued as executive 
director ; and Wesley E. Disney, of Tulsa, 
Oklahoma, was renamed as general coun- 
sel. 

Speakers at the meet included Senator 
Lyndon Johnson (Democrat, Texas), 
Senator Edwin C. Johnson (Democrat, 
Colorado), and Federal Power Commis- 
sion Vice Chairman Thomas C. Bu- 
chanan. 

Johnson (of Texas) told the gather- 
ing that the nation faces ten years or 
more of “semimobilization” with new 
and heavier taxes to sustain a $30 billion 
annual outlay for military purposes, while 
Johnson (of Colorado) suggested that 


we look toward the planning of a Recon- 
struction Finance Corporation for Eu- 
rope, rather than the continuation of 
Marshall Plan aid. 

Commissioner Buchanan, who paid 
tribute to the natural gas industry as one 
still in its infancy with a credit basis that 
would support 75 per cent debt financing, 
asked that major gas pipe-line systems 
work out a system of interconnection. 


Electric Power from Atom in 
Fifteen Years? 


. may be fifteen years before we have 
electric power from the atom, accord- 
ing to Atomic Energy Commission 
Chairman Gordon Dean. 

Asked at a recent press conference for 
his best estimate of the number of years 
before, experimentally at least, electric 
power can be generated on a scale com- 
mensurate with coal-generated electric 
power, Dean replied: 


I hate to make another guess in this 
field. We have made so many of them. 
But if you had to have a figure, I think 
we would say something on the order 
of fifteen years from now. There are 
a lot of uncertainties. We are trying 
to clear up the uncertainties in large 
part as you know by construction of 
the pilot reactors at Arco [Idaho]. I 
think we will have a lot more answers 
that will give us a much better guess, 
say, three years from now, than we 
have today. 


Almost coincidental with the Dean 
estimate, Harry A. Winne, General Elec- 
tric Company’s vice president in charge 
of engineering policy, and chairman of 
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the company’s Nucleonics Committee, 
predicted it will be twenty to forty years 
before atomic energy can have any effect 
on the electric power industry. 

Addressing the annual meeting of the 
California Manufacturers’ Association, 
Winne said experimental power-produc- 
ing piles probably will be operating with- 
in three to five years. He said that within 
a reasonably short time he expects that 
technical problems, still in the way of 
building an atomic energy electric power 
plant, can be overcome. But, he con- 
tinued, the practical economics may be 
“something else.” 

The General Electric expert declared 
that industrial applications of the atom 
will come gradually ; will be evolutionary 
rather than revolutionary; and that 
atomic energy will supplement, not sup- 
plant, our other fuels. 


Development Expenditures 
Pass $2 Billion Mark 


or the fifth consecutive year, the do- 

mestic petroleum industry has sched- 
uled the investment of more than $2 bil- 
lion for development, modernization, and 
expansion of its facilities in this country. 
This is equal to $14.50 for every man, 
woman, and child in the United States. 

On the basis of a recent survey, Frank 
M. Porter, president of the American 
Petroleum Institute, estimated capital 
expenditures of the nation’s oil compa- 
nies during 1950 at $2.4 billion. Of this, 
all but $228,000,000 will be expended for 
domestic facilities. 

The $2,172,000,000 in 1950 raises the 
industry’s postwar domestic investment 
total—1946 through 1950—to an esti- 
mated $10 billion. 

As in previous years, expenditures for 
exploration and development of needed 
oil and natural gas reserves and supplies, 
will account for more than half of the 
capital outlay, Porter said. 

Investments for refinery facilities in 
1950 will be about $394,000,000; for 
crude oil lines, $120,000,000 ; for product 
lines, $74,000,000 ; and natural gas lines, 
$91,000,000. The outlays planned for 
natural gas lines by the oil industry con- 
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trast with expenditures of $49,000,000 in 
1949 and a 1946-1949 average of $41,- 
000,000 annually. 

In the area of natural gas operations, 
it is estimated 1950 expenditures by the 
petroleum industry for leases, wells, and 
equipment will total $57,000,000, an $8,- 
000,000 decline from actual expenditures 
of $65,000,000 in 1949, and $4,000,000 
less than the 1946-1949 yearly average of 
$61,000,000. 

Mr. Porter, commenting on the sur- 
vey, noted that the oil industry, as it has 
done historically, is generating the major 
part of its financial requirements from 
its own operations by plowing back its 
earnings. 


Forecasts Congressional OK of 
St. Lawrence Project 


‘oe long-contested St. Lawrence 
seaway and power project may get 
the approval of the 82nd Congress, ac- 
cording to Senator Alexander Wiley 
(Republican, Wisconsin). 

In a recent letter to Prime Minister 
Louis St. Laurent of Canada, Wiley said 
that the next Congress “may well author- 
ize” the project. He also wrote that he 
understands Canada’s “well-justified im- 
patience” at lack of United States action 
on the $800,000,000 proposal. “I think,” 
the Senator continued, “that the outlook 
[for congressional approval] is very 
favorable.” 

Wiley, long an advocate of the project, 
said that several Senators who voted to 
shelve a St. Lawrence measure nearly 
three years ago (the last time such legis- 
lation was considered by the Senate) have 
“indicated” to him that they would re- 
verse their vote now. In 1948, the Sen- 
ate sent the bill back to committee by a 
57-30 vote. 


REA Loan Allocations for 
Fiscal 1951 

HE Rural Electrification Adminis- 

tration has announced state alloca- 
tions of $141,786,750 to be available to 
REA coéperatives for expansion of their 
systems during the fiscal year ending 
next June 30th. REA said it also has 
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available an additional $170,927,029 that 
may be loaned to any qualified REA bor- 
rowers. 

Amounts set aside for loans in each 
state follow: 


Alabama, $4,516,973; Arizona, 
$229,360 ; Arkansas, $6,070,920 ; Cali- 
fornia, $371,940; Colorado, $712,548 ; 
Connecticut, $4,401; Delaware, $65,- 
833; Florida, $1,808,303; Georgia, 
$1,707,793; Idaho, $78,683; Illinois, 
$1,006,686 ; Indiana, $340,784; Iowa, 
$1,654,985. 

Kansas, $6,419,273 ; Kentucky, $9,- 
230,037; Louisiana, $3,427,731; 
Maine, $1,598,481; Maryland, $201,- 
724; Massachusetts, $149,797 ; Michi- 
gan, $268,438 ; Minnesota, $4,062,477 ; 
Mississippi, $19,624,830; Missouri, 
$10,121,954; Montana, $1,878,361. 

Nebraska, $5,301,339; Nevada, 
$197,852 ; New Hampshire, $111,600; 
New Jersey, $25,876; New Mexico, 
$1,806,014; New York, $1,118,638; 
North Carolina, $5,781,359; North 


Dakota, $5,437,758; Ohio, $146,453; 
Oklahoma, $9,383,530; Oregon, $55,- 
624; Pennsylvania, $1,621,540. 

Rhode Island, $704 ; South Carolina, 
$3,552,357; South Dakota, $4,830,- 
297; Tennessee, $7,289,891; Texas, 
$8,884,148 ; Utah, $851,432; Vermont, 
$645,307 ; Virginia, $2,741,586 ; Wash- 
ington, $227,776; West Virginia, $3,- 
612,909; Wisconsin, $2,099,976; and 
Wyoming, $510,472. 


Western Chambers Oppose 
Valley Authorities 


HAMBER of commerce executives from 

11 western states, comprising the 
Western States Council, have gone on 
record in opposition to all river valley 
authorities at this time. 

Meeting recently in Reno, Nevada, the 
WSC adopted resolutions opposing river 
valley authorities, any public housing 
program at this time, and supporting 
legislation to restore title of tidelands to 
the states. 


Arkansas 


Governor to Seek Change in 
Utility Rate Hike Law 


toon Sidney S. McMath (Demo- 
crat) recently announced that he 
will seek repeal of the present statute 
permitting utility companies to put into 
effect rate increases by posting bonds. 
The change will be sought at next Janu- 
ary’s session of the Arkansas legislature, 


the governor is reported to have said. 

Under the present law, a utility com- 
pany may post bond with the public serv- 
ice commission to cover the estimated 
amount of a rate increase over a stated 
period, making the boost effective im- 
mediately. Hearings on the increases are 
then held by the PSC, and if its findings 
are adverse to the company, customers 
may obtain refunds. 


California 


Municipal Transit System 
Continues in the Red 
Ss Francisco’s Municipal Railway 
showed an operating deficit again 
during the fiscal year ended June 30th, 
according to a recent independent audit 
filed with the city controller; however, 
the loss was $413,335 less than that of 
the previous year. 
The city audit, prepared in accord- 
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ance with a charter provision that all 
city departments must be audited annual- 
ly by outside accountants, revealed that 
slightly over $1,000,000 of the $2,075,- 
012 deficit was actual operating loss, 
while the remainder was chargeable to 
depreciation. 

A decline in passenger revenue and 
passenger volume was given as the rea- 
son for the operating losses. 
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Florida 


Bill to Control Electric 
Companies Expected 


NE of the important measures al- 

most certain to be introduced at the 
next regular session of the Florida legis- 
lature is a bill to place rates and services 
of electric utility companies under con- 
trol of the state regulatory commissions. 
The legislature failed to enact, finally, a 
somewhat similar bill at its last session. 
But several members of the legislature 
already are taking steps to formulate 
the new measure and feel that the out- 
look for enactment is very favorable be- 
cause the bill will be confined to the 
regulation of rates and services of pri- 
vately owned and operated utilities. No 
attempt will be made to include munici- 


pal plants or REA codperatives. On the 
contrary, such public agencies and codp- 
eratives will be specifically excluded, ac- 
cording to the views of the state legisla- 
tors now planning the 1951 measure. 

The regular 1951 session of the Florida 
legislature does not convene until April 
of that year. However, plans for such 
legislation are getting under way early 
to avoid the repetition of misunderstand- 
ing which resulted in the failure of a regu- 
latory bill at the last session. It was be- 
lieved that by confining the application 
of the measure to the regulation of rates 
and services of private utility companies 
any opposition that might be encountered 
by a broader measure would be thereby 
eliminated. 


Illinois 


Underground Gas Storage 
Tests Approved 


SRMISSION has been granted to Texas 

Illinois Natural Gas Pipeline Com- 
pany to begin drilling tests to determine 
the feasibility of using a sandstone forma- 
tion in Kankakee county for underground 
storage of natural gas for the Chicago 
area. 

If the selected site proves satisfactory, 
it will be an important step toward solu- 
tion of the postwar gas problem in the 
Chicago region, according to James F. 


New 


Pipeline Across Hudson River 
Completed 


HE Transcontinental Gas Pipe Line 

Corporation recently completed the 
4,680-foot crossing of the Hudson river 
from Edgewater, New Jersey, to the 
metering pier at 134th street, Manhattan 
Island. Transcontinental engineers de- 
scribed the crossing as one of the most 
difficult engineering feats of the 1,840- 
mile line which will carry natural gas 
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Oates, Jr., chairman of Peoples Gas Light 
& Coke Company, and chairman of the 
affiliated Texas Illinois Company. It will 
be the first underground storage attempt 
in the Chicago area. 

The pipe-line company plans to de- 
velop an underground storage system to 
augment the supply potential of the new 
30-inch line Texas Illinois is building 
into the Chicago area from fields in 
Texas. If the Kankakee formation is 
satisfactory, the company will use the 
water bubble method for storing the gas 
within the sandstone deposit. 


se 
York 


from the state of Texas to New York. 

Delivery of the first gas to the meter- 
ing station is planned for early Decem- 
ber. New York, Brooklyn, Long Island, 
and Westchester utilities will receive the 
gas deliveries. Northern New Jersey 
utilities also will start receiving deliveries 
about the same time. 

The river crossing, work on which was 
started last spring, required dredging of 
a trench across the river at a depth of 25 
feet and a width of 30 to 50 feet. 
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Rule Governing Charge for Service Connections Interpreted 


aN investigation by the New York 
commission of an electric com- 
pany’s proposed tariff for service con- 
nections was terminated after the com- 
mission interpreted the tariff and directed 
the utility to apply it in accordance with 
such interpretation. 

The tariff called for installation with- 
out charge to a consumer’s building of 
one overhead service connection not ex- 
ceeding 100 feet in length. Longer con- 
nections would be charged to the con- 
sumer to the extent that they exceeded 
the 100 feet. The commission conceded 
that this tariff was generally in accord 
with the practices of other electric utili- 
ties, but because of its past difficulties in 
obtaining compliance from the utility in- 
volved, the commission sought to inter- 
pret the rule. 

The term “overhead service connec- 
tion” was distinguished from a line ex- 
tension in these words: Overhead serv- 
ice connection “refers to the portion of 
the electric line to a consumer’s service 
entrance which proceeds over his private 
property, while a ‘line extension’ is that 
portion of an electric corporation’s dis- 
tribution system, whether located in a 
public thoroughfare or upon a private 
right of way, which conducts the elec- 
tricity to the consumers’ property line.” 

Utilities operating in rural areas often 
run their lines across rights of way ob- 
tained through privately owned fields and 
woods. Because of this fact the distance 
from a consumer’s house to a public high- 
way cannot be used as the sole criterion 
in determining whether a surcharge 
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would have to be made for his service 
connection. 

If a subscriber’s house is within 100 
feet of the company’s line, the commission 
said, he should have a free service con- 
nection notwithstanding the fact that his 
house is several hundred feet from the 
nearest public highway. The same rule 
cannot be applied in reverse, however, the 
commission said, so as to make a sub- 
scriber who is within 100 feet of a high- 
way pay for a service connection to a line 
which the utility has constructed several 
hundred feet back from the road. The 
subscriber should not suffer because the 
utility has elected to build its lines along 
a line other than a public highway to suit 
its own convenience. 

The commission expressly disapproved 
of any practice which would require a 
consumer to bear the cost of installing 
primary conductors in order to obtain 
service because of the fact that the com- 
pany’s existing lines carry only low-volt- 
age secondary conductors which would 
not be adequate to carry the additional 
load which his service would entail. The 
company has a duty to serve its franchise 
territory, the commission continued, and 
the fact that its existing facilities are in- 
adequate is no excuse for burdening new 
customers. 

An objection by utility counsel to testi- 
mony concerning the company’s prac- 
tice in regard to line extensions on the 
ground that it was not within the scope 
of the tariff under consideration was 
overruled. The commission ruled that the 
subjects overlapped and pointed out that 
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it possessed broad investigatory powers 
and was not bound by strict rules of 
pleadings and evidence. 

In discussing several specific com- 
plaints against the utility’s service con- 
nection practices, the commission empha- 
sized the greater importance of the facts 
and the geography over a tariff framed 
in more or less arbitrary terms. “As the 
saying goes,’ the commission remarked, 
“the proof of the pudding is in the eat- 
ing.” Finally, the commission prohibited 
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the utility from applying the new tariff to 
customers to whom it had already been 
ordered to extend service. Otherwise, in 
some instances the company would be 
allowed to profit from its own wrong- 
doing. A company which failed to comply 
with a commission order directing a free 
service extension some years earlier 
should not be enriched now by making 
the extension under a new tariff provid- 
ing for a surcharge. Re Oswegatchie 
Light & P. Co. (Case 14647). 


All Measures of Value Considered in Rate Hearing 


ACS company was awarded 
a rate increase by the Indiana com- 
mission after a hearing which brought 
out the fact that increased costs of labor, 
materials, and taxes had made the com- 
pany’s earnings insufficient to provide a 
reasonable and just return on the fair 
value of its property. The new rates would 
provide the company with a return of 6 
per cent. 

In determining the fair value of the 
company’s property, the commission con- 
sidered all the bases of valuation pre- 
sented to it. It pointed out that it would 
be just as fallacious to confine the evi- 
dence to original cost less depreciation as 
to rely exclusively on the reproduction 
cost new theory. The former, the com- 
mission continued, would result in a valu- 
ation at the lowest possible level, while 
the latter, which at best is highly specu- 
lative, would result, in times of inflation, 
in the establishment of value at the high- 
est possible level. 

The value of real estate owned by the 
company was allowed at its assessed 
valuation for tax purposes. No allowance 
was made for going concern value of the 
company. 

No adjustment was made in the com- 
pany’s payment to its parent, American 
Telephone and Telegraph Company, un- 
der a license contract which required the 
company to pay one per cent of its gross 
revenues to American in return for vari- 
ous supervisory, accounting, patenting, 
engineering, financing, and other services 
provided by American. The payments 
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were found to be reasonable in the light 
of the cost of services rendered. 

Payments made to an affiliated supplier 
of telephone equipment (Western Elec- 
tric) were allowed inasmuch as no evi- 
dence was offered that the materials could 
be obtained at lower prices from non- 
affiliated sources or that the supplier’s 
earnings over a period of years had been 
excessive. 

In fixing an allowance for accrued de- 
preciation, the commission rejected a 
theoretical study as to the sums which 
should have been accumulated and al- 
lowed the amount which actually had been 
accrued under the various rates which 
had been in effect. 

The commission concluded its remarks 
with a summary of the considerations af- 
fecting its evaluation of the company’s 
property for rate-making purposes: 


In determining the fair value of 
petitioner’s property, the commission 
has taken into consideration the license 
fee contract, Western Electric prices, 
separation of property, revenues, and 
expenses as between interstate and 
intrastate business, depreciation, plant 
under construction, property held for 
future use, materials and supplies, 
working cash requirement, original 
cost of property, reproduction cost of 
property depreciated, capital structure, 
and the cost of bringing petitioner’s 
property to its present state of effi- 
ciency. 


Re Indiana Bell Teleph. Co. (No. 21067). 
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Direct Gas Sales to Local Industry by Interstate 
Company Are Subject to State Regulation 


HE supreme court of Michigan held 

that the sale of natural gas by an 
interstate pipe-line company direct to 
consumers for their own use and not for 
resale, in a municipality where another 
public utility is rendering the same sort of 
service, is within the jurisdiction of the 
state commission. Any other conclusion, 
it said, would allow the company to en- 
gage in such business without either 
Federal or state control. 

The company sought to serve the Ford 

Motor Company in an area served by a 
local distributing company under a cer- 
tificate of convenience and necessity. The 
local company obtains its natural gas sup- 
ply from the pipe-line company. The 
court ruled that the pipe-line company 
must apply to the state commission for 
a certificate before furnishing this serv- 
ice. 
It referred to a state statute requiring 
a certificate as a prerequisite to public 
utility service in an area being served by 
another public utility. 

The ruling was based upon the deci- 
sion of the United States Supreme Court 
in Panhandle Eastern Pipe Line Co. v. 
Indiana Pub. Service Commission (1947) 
332 US 507, 71 PUR NS 97. This case 
recognized the power of states to regu- 
late rates for the direct sale of natural 
gas by an interstate pipe-line company to 
local industries. 

The pipe-line company claimed the 
absolute right in the state to sell natural 
gas direct to consumers for their own 


consumption and not for resale, subject 
only to the state’s regulation of rates and 
services. The court held such sales with- 
out the certificate to be violative of state 
law. 

It observed that the pipe-line com- 
pany was seeking “to skim the cream off 
the local market for natural gas” in a 
municipality where the local distributing 
company now provides such service, 
without regard to public convenience and 
necessity. The court said that if the pipe- 
line company is free to compete at will 
for such local markets, and take the cream 
of the business, any other utility provid- 
ing the same service in the area might 
be forced to charge higher rates. It held 
that the right to exclude such competi- 
tion, where public convenience and neces- 
sity requires, has been given to the state 
commission. 

Judge Dethmers, in a dissenting opin- 
ion, said that prevention of competition 
with local commerce by interstate com- 
merce is an objective, in and of itself, not 
permitted under the “commerce clause” 
to be accomplished by a state. While a 
state may regulate the transportation and 
sale of natural gas in interstate commerce 
within its boundaries, it may not pro- 
hibit it, he said. Determination of the 
adequacy of existing facilities as affecting 
the right to sell in interstate commerce is 
distinctly a Federal and not a state func- 
tion, in his opinion. Panhandle Eastern 
Pipe Line Co. v. Public Service Commis- 
sion. 


7 
Commission May Not Rescind Certificate When Appeal Is Pending 


Fhe rvomage by a borough for a show- 
cause order designed to effect the 
rescission of a certificate authorizing a 
municipal authority to acquire all the 
assets and properties of a water company 
was dismissed for lack of jurisdiction by 
the Pennsylvania Public Utility Com- 
mission. 

The commission pointed out that an 
appeal had been taken from its order 


awarding the certificate and that the rec- 
ord in the proceeding was before the 
superior court. Under such circumstances 
it had no authority to rescind, alter, or 
amend the certificate which was the sub- 
ject matter of the appeal and, conse- 
quently, no jurisdiction to entertain a 
proceeding directed to such an end. Re 
Bangor Municipal Authority (Applica- 
tion Docket No. 70592). 
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Telephone Company Permitted to Increase 25-year-old Rates 


ge: North Carolina commission 
allowed a telephone utility an in- 
crease in exchange rates when it appeared 
that after twenty-five years of using the 
same rate schedule, the new minimum 
wage scale of 75 cents per hour, together 
with increased costs of materials and 
necessary expenses entailed in expanding 
into rural areas, required the company 
to seek additional revenue in order to 
meet increased costs. 

While the company’s present return of 
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4.4 per cent was not considered adequate, 
the return which it would receive from 
proposed new rates of 9.72 per cent was 
considered excessive. In directing the 
company to file a new schedule which 
would afford it a return of 6.5 per cent 
on its net investment plus allowance for 
working capital, the commission re- 
marked that this return would be fair 
and reasonable both to the company and 
the public. Re Anson Teleph. & Teleg. 
Co. (Docket No. P-3). 


Certificate and Franchise Distinguished 


t- Louisiana Supreme Court dis- 
tinguished between a certificate of 
convenience and necessity and a fran- 
chise. 

A certificate is a personal privilege 
or license which can be revoked or 
amended by the power authorjzed to 
issue it. The holder acquires no property 
right or proprietary interest. Certificates 
may be limited to occasion as little incon- 
venience as possible to persons using a 


e 


utility and to insure a holder of such 
certificate certain immunities from com- 
petition. 

A franchise to use the streets grants 
the right to occupy the streets for a stated 
period of time, for which a valuable con- 
sideration is paid. It contemplates a con- 
tract between the city and an individual 
and vests in the holder a limited property 
right. State ex rel. Hutton v. Baton 
Rouge, 47 S2d 665. 


Provision in Separations Manual Found Unacceptable 


HE Separations Manual prepared 

by a special committee on telephone 
regulatory problems comprised of repre- 
sentatives of the Federal Communica- 
tions Commission and National Associa- 
tion of Railroad and Utilities Commis- 
sioners was carefully scrutinized by the 
Wisconsin commission in its considera- 
tion of a telephone company’s application 
for a rate increase. 

The allocation of the costs of sub- 
scriber lines, instruments, and switch- 
board equipment between exchange serv- 
ice and toll service as set forth in the 
manual was not accepted. The manual 
bases such separations on what is called 
“the subscriber line usage factor.” By this 
it is meant that a telephone company’s 
costs, expenses, and properties will be 
allocated between exchange and toll serv- 
ice in direct proportion to the amount of 
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time for which the equipment common to 
both types of service is dedicated to each. 

The commission pointed out the in- 
equity of such an allocation where ex- 
change service is on a flat rate and toll 
service on a message rate. The former 
promotes unlimited use of the phone, 
while the latter would have exactly the 
opposite effect. 

It was shown that where unlimited 
service was discontinued and message 
rates substituted, a reduction in time of 
use of 75 per cent occurred. Where the 
process was reversed and unlimited serv- 
ice at flat rates was substituted for a 
message rate, time in use increased from 
three to six times or more. This evidence, 
the commission said, indicated that the 
subscriber line usage factor determined 
by use of service under diametrically op- 
posite forms of rates is not a fair basis 
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for allocating properties and expenses 
between two diverse types of service. 

The fallacy was said to be further 
demonstrated by the fact that if exchange 
service were suddenly put on a message 
rate, there would immediately be a sub- 
stantial increase in plant and expenses 
allocated to toll service even though use 
of the toll service did not change. 

The commission’s chief engineer sug- 
gested that the erroneous results could 
be corrected by giving time in use for toll 
service a weighting of two as compared 
to a weighting of one for time in use for 
exchange service. The commission did 
not decide whether or not such weighting 
would produce reasonable results, but 


pending further study decided that for 
the purposes of the present proceeding 
50 per cent of the charge caused by such 
weighting would produce the minimum 
shift in the allocation of costs which was 
considered reasonable and necessary. 

In determining a proper rate of return 
for the company, which was wholly 
owned by American Telephone and Tele- 
graph Company, the commission ruled 
that its cost of capital was whatever 
American’s cost of capital was, since all 
of its capital was obtained from Ameri- 
can. The rates authorized would yield 
a return of 5.35 per cent on its rate base 
with no adjustment for income taxes. Re 
Wisconsin Teleph. Co. (2-U-3158). 


e 


License Required for Power Project on Navigable River 


HE United States Court of Appeals 

for the District of Columbia upheld 
a Federal Power Commission order re- 
quiring the Montana Power Company to 
apply for licenses for hydroelectric proj- 
ects. It ruled that historical uses to which 
the upper portions of the river were put 
rendered it a navigable water of the 
United States. Projects on the river were, 
therefore, held to be subject to the license 
requirements of the Federal Power Act. 

The company claimed that newspaper 
accounts and histories describing the use 
made of the river during the nineteenth 
century were hearsay and hence inad- 
missible for the purpose of determining 
navigability. The court rejected this argu- 
ment, holding hearsay evidence to be ad- 
missible where it is the best available evi- 
dence and where the subject matter is 
beyond the recall of living witnesses. This 
is especially true where one must delve 
into the relatively ancient origins of 
commerce on the nation’s rivers. 

The river included a non-navigable 
stretch of falls. The Federal Power Act 
specifically contemplates that the naviga- 
ble parts of streams may be interrupted 
by falls, rapids, and shallows compelling 
land carriage to circumvent them. Such 
interruptions, the court said, do not ren- 
der an otherwise navigable stream non- 
navigable. 


The Federal Power Act’s definition of 
navigable waters is not confined to 
streams which are or can be used in their 
natural.condition. A waterway otherwise 
suitable for navigation is not barred from 
that classification merely because artifi- 
cial aids must make it suitable. If a 
stream’s flow, depth, gradient, width, 
and capacity make it suitable for use in 
interstate commerce, it is subject to the 
licensing authority of the Federal Power 
Commission. 

The company’s unlicensed operation 
of two other projects was held unlawful, 
despite the company’s argument that they 
were operated under public land permits 
issued by the Departments of Agricul- 
ture and Interior. 

Arguments that these dam sites were 
occupied legally under public land per- 
mits transferred to the company were 
also rejected. Such permits were held to 
be nontransferrable. Subsequent accept- 
ance of rentals for occupancy by subor- 
dinate officials of Federal departments 
was held not to affect the government’s 
rights. The court observed that the gov- 
ernment is too vast and its operations too 
varied and intricate to put it to the risk of 
losing that which it holds for the nation 
as a whole because of the oversight of 
subordinate officials. Montana Power Co. 
v. Federal Power Commission. 
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PROGRESS OF REGULATION 
Reproduction Cost Rejected 


BS By: Connecticut commission rejected 
a water company’s reproduction cost 
rate base as immaterial and irrelevant. It 
observed that the enlargement of the 
record and complications of reproduction 
cost estimates would delay rate relief. 
The commission indicated that a proper 


rate base would consist of the company’s 
property devoted to public utility serv- 
ice, less accrued depreciation, as shown 
on company’s books, plus an allowance 
for working capital, materials, and sup- 
plies. Re Ansonia Water Co. (Docket 
No. 8360). 


7 


Commission’s Interpretation of Certificate Conclusive 


TS United States Court of Appeals 
affirmed an order of the district 
court granting the Interstate Commerce 
Commission an injunction to compel a 
motor carrier to comply with the pro- 
visions in its certificate. A commission’s 
interpretation of the certificate was held 
to be conclusive on the court, and it was 
ruled that the court could not usurp the 


jurisdiction of the commission by grant- 
ing what the commission had denied. 

It was further held that the motor car- 
rier could not be permitted to convert 
the action into a direct attack on the 
validity of the commission order as evi- 
denced by the certificate. Southwest 
Freight Lines, Inc. v. Interstate Com- 
merce Commission, 184 F2d 149. 


e 


Other Important Rulings 


HE Montana commission held that 

the owners of a real estate subdivi- 
sion supplying water to lot purchasers 
under contract as an accommodation do 
not constitute a public utility subject to 
its jurisdiction where the water supply 
has been developed for the tract owners 
and they have neither held themselves out 
to furnish utility service nor dedicated 
the property to utility service. Re Steele 
(Docket No. 3827, Order No. 2199). 


The Missouri commission held that a 
telephone company’s pension accruals 
over and above current accruing pension 
costs to arrest the growth of the com- 
pany’s unfunded actuarial liability, to 
cover the interest which the unfunded 
requirement would have earned if the 
full fund had been in the hands of the 
trustee, and to keep the unfunded actuar- 
ial reserve requirement at a constant 
level, are properly chargeable as current 
operating expenses. Re Southwestern 
Bell Teleph. Co. (Case No. 11,634). 


The supreme court of Florida held that 
an order of the commission is not review- 


able on direct appeal to that court, but 
if an appeal be improvidently taken where 
the remedy might have been more prop- 
erly sought by certiorari, this alone is 
not a ground for dismissal, and the notice 
of appeal and the record thereon is to 
be regarded and acted on as a petition for 
certiorari. Atlantic Coast Line R. Co. 
et al. v. United States Sugar Corp. et al. 
47 S2d 513. 


The Iowa commission, in denying 
authority to operate as a motor carrier, 
pointed out that in order to issue a cer- 
tificate a finding of public convenience 
only is not sufficient but there must be 
shown both public convenience and neces- 
sity. Re Lower (Red Wing Transfer) 
(Docket No. H-4159). 


The Wisconsin commission denied an 
application for the discontinuance of 
train service operating at a substantial 
loss where conversion from steam to 
Diesel operation would reduce the burden 
to a nominal amount, as the public is 
entitled to a service which can be most 
economically provided if that service is 
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consistent with public need. Re Chicago 
& N. W. R. Co. (2-R-2088). 


The Iowa commission, upon granting 
a motor carrier certificate, stated that 
there can be no preémption of the high- 
ways for motor carriers, and the commis- 
sion must find, after a public hearing, that 
a proposed service will promote the pub- 
lic convenience and necessity. Re Cordle 
(Cordle Cartage Co.) (Docket No. 
H-4172). 


The Indiana commission authorized a 
railroad to maintain an open agency sta- 
tion as a nonagency prepaid station, 
where the inconvenience to the public was 
far outweighed by the need of the rail- 
road to economize. A mere loss or small 
profit would not control in every instance. 
Re New York Central R. Co. (No. 
21434). 


The Colorado commission denied au- 
thority for a motor carrier to operate un- 
der an “A” permit rather than a “C” 
permit where the applicant appeared at 
the hearing without customer-witnesses 
and a vigorous protest was registered by 


qualified protestants, as there must be an 
affirmative showing for a need of service 
based upon evidence of a consistent or 
recurring inability to secure adequate 
service from presently authorized car- 
riers. Re Ross (Application No. 10730- 
PP, Decision No. 35319). 


The Pennsylvania commission held 
that an application for the transfer of 
a certificate, without an application to 
consolidate the rights sought to be ac- 
quired with the rights already held by 
the transferee, does not result in such a 
combination of two local services as would 
result in a new transportation service. 
Re Highway Express Lines, Inc. (Ap- 
plication Docket No. 23951, F 30). 


The United States District Court held 
that an action for a refund on increased 
rates for coal shipped by rail-lake-rail, 
pursuant to a filed tariff providing for a 
rebate to the consignee when shipments 
are subsequently continued by rail, is not 
an action for recovery of an overcharge 
and is subject to a 2-year statute of lim- 
itation. Stott Briquet Co., Inc. et al. v. 
New York C. R. Co. 92 F Supp 115. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


Re Revision of Service Rules for 
Electric Utilities 


2-U-911 
August 29, 1950 


 gregpees on order approving electric service rules involv- 
ing charges under optional schedules; order approving 
such rules affirmed. 


Rates, § 254 — Optional schedules — Annual adjustment. 
1. Adjustment of bills, under an optional rate schedule, in the twelfth 
month to give a customer the advantage of the lowest rate schedule, is not 
objectionable as retroactive billing, p. 98. 

Rates, § 254 — Optional schedules — Duty to make lowest charge. 
2. A public utility, although rendering service under optional rate schedules, 
must bill a customer at the lowest filed rate, p. 98. 


By the Commission: On April 10, 
1950, the Public Service Commission 
signed an order in docket 2—-U-911, 
commonly referred to as Electric Serv- 
ice Rules, which made certain new 
rules effective as of May 15, 1950. 

On May 4th this Commission re- 
ceived an application for rehearing and 
reopening from F. H. Prosser of Shaw, 
Muskat, and Paulson. The applica- 
tion was signed by L. F. Seybold as 
vice president of the Wisconsin Elec- 
tric Power Company, the Wisconsin 
Gas and Electric Company, and the 
Wisconsin Michigan Power Company. 
In the application the utilities claim 
they are adversely affected by rule 
16E1 and 16El(a) of the appendix 
attached to the April 10, 1950, order. 

Also on May 4th the Commission 
received an application for rehearing 
from the Wisconsin Power and Light 
Company signed by Glydewell Burdick 


[7] 


in which it is claimed that rule 16E1 is 
unlawful and unreasonable. 

On May 5th this Commission re- 
ceived an application for rehearing 
from James A. Riley of the law firm 
of Campbell and Riley, representing 
the Northern States Power Company. 
The applicant contends that rules 12B 
and 16E of the appendix attached to 
the order of April 10, 1950, are un- 
lawful, unreasonable, improper, or un- 
fair. 

The above applications were re- 
ceived within the time limit set for the 
receipt of applications for rehearing. 

On May 11, 1950, this Commission 
signed an order granting rehearing 
and noticed the matter to be heard in 
Madison on June 8, 1950, at 10 a. Mm. 

On May 12th this Commission re- 
ceived an application for rehearing and 
reopening from A. G. Goldberg of the 
law firm of Padway, Goldberg and 
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Previant representing the Internation- 
al Brotherhood of Electrical Workers 
Local Union No. 494 A. F. O. L. 
The applicant contends that rule 
46B(1)(b) in the appendix attached 
to the order of April 10, 1950, is un- 
lawful, unreasonable, improper, and 
unfair. 

On May 24, 1950, this Commission 
issued an order denying the applica- 
tion for rehearing and reopening filed 
on May 12, 1950, with respect to 
rule 46B (1) (b). 

On June 6, 1950, this Commission 
postponed the June 8, 1950, rehearing 
to June 27, 1950. 

Rehearing was held June 27, 1950, 
at Madison before Examiner Helmar 
A. Lewis. 


APPEARANCES: James A. Riley, At- 
torney, G. V. Rork, President and 
General Manager, and J. S. McMillen, 


Vice President, for Northern States 
Power Company; F. H. Prosser, At- 
torney, and E. J. Steinberg, for Wis- 
consin Electric Power Company and 
Wisconsin Michigan Power Company ; 
William Ryan, Attorney, for Wiscon- 
sin Power and Light Company; Har- 
vey C. Sargent, for Superior Water, 
Light and Power Company; Doyle 
Jurney and R. A. Caldwell, for Inter- 
state Power Company of Wisconsin; 
Otto T. Bouquet, for St. Croix Falls 
Wisconsin Improvement Company; 
Rieser and Mathys (not present), 
for Madison Gas and Electric Com- 
pany. 

Of the Commission staff: H. J. 
O’Leary, chief rates and research de- 
partment, and R. E. Purucker, engi- 
neering department. 

[1,2] The June 27, 1950, hearing 
was limited to the consideration of 
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rules 12B and 16E contained in the 
appendix attached to this Commis- 
sion’s order of April 10, 1950. Said 
rules are as follows: 

Rule 12B. 

“Where a customer is eligible to 
take service under any one or more of 
two or more rates, the company shall 
advise the customer in the selection 
of the rate or rates which will result 
in the lowest cost of service, based on 
twelve months’ service and on the in- 
formation at hand. 


“The selection of a rate or rates shall 
be reviewed every twelve months, 
whenever there is a change in rates, 
and whenever a request to do so is 
received from the customer. The cus- 
tomer shall be notified if any com- 
bination of services, change in voltage 
of delivery, or the installation of any 
equipment will result in a lower cost 
of service.” 


Rule 16E. 

“Each bill for service shall be com- 
puted at the proper filed rate and the 
rate used shall be the cheapest applica- 
ble rate based on twelve months’ use of 
service. If the customer’s use is such 
that it is difficult to be certain what 
rate should be applied until there has 
been twelve months’ use, the billing 
shall be adjusted on the twelfth bill. 


“a. This rule does not prohibit con- 
tracts having terms longer than one 
year but does require that the rates 
in such contracts be the lowest on file 
with the Commission. 

“b. This rule applies to service as 
it is being supplied. If the customer 
could reduce his bills by installing 
equipment, combining or separating 
services, he ‘should be notified as re- 
quired by rule 12B but no change in 
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rates shall be made until the customer 
makes the necessary changes.” 

In general the applicants for rehear- 
ing objected to rules 12B and 16E for 
the following reasons : 

1. The utility is required to select 
the rate to be used instead of the cus- 
tomer. 

2. Retroactive billing is required. 

3. The phrase “twelve months use 
of service” is not specific enough. 

4. The wording of the rules can be 
improved. 

Attorney Prosser presented the 
following more detailed objections 
which probably are concurred in by 
all objectors: 

1. The utility has neither the right 
nor the duty to supervise or manage a 
customer’s choice of optional rates. 

2. The utility has no duty to see 
that the most advantageous rate sched- 
ule is used by a customer. 

3. The utility’s failure to supervise 
a customer as to which rate would be 
the most advantageous is not discrim- 
inatory where the utility cannot be 
certain that the customer will benefit 
at any particular time. 

4. The utility is not required to 
guarantee that each customer will re- 
ceive service under the most favorable 
conditions. 

5. The choice of rate must rest with 
the customer. 

6. The utility must advise the cus- 
tomer of the advantageous rate if there 
be such a rule in effect but that does 
not mean that the utility must retro- 
actively bill, credit or refund excess 
amounts paid by the customer where 
he himself has elected the rate on which 
he shall receive service. To give the 
customer such a refund would be to 
discriminate in his favor because he 


selected a rate in the expectation of a 
certain use of service. He should pay 
for the right to such use even if he 
does not take advantage of his right. 
The thing he bought and which influ- 
enced his selection of the rate was not 
the service he actually used but the op- 
portunity or privilege of securing 
the maximum advantage of a particu- 
lar rate. His failure to use the oppor- 
tunity thus available is not discrimina- 
tion by the utility. 

7. The advantageous offers to the 
customer by optional rates are not con- 
ditional offers. 

8. The customer must select his rate, 
and having done so he must abide 
the result for his contract period. 

9. To permit him to select the rate 
conditionally which is in effect the 
same thing as retroactive billing as 
proposed in 16E(1), would be to dis- 
criminate in his favor against other 
users of the same rate. 

10. The customer is not entitled to 
the lowest rate available. He is only 
entitled to as low a rate as is avail- 
able to any other customer who signs 
a similar contract. To give him any 
other benefit would in fact constitute 
discrimination. 

There was some difference between 
suggestions by the objectors in that 
some felt that a customer should choose 
a rate and remain on that rate until 
the contract period had expired. 
Others suggested that the customer’s 
bills and use be checked from time to 
time and that the customer be given 
the opportunity to change rates if it 
appeared that the future use of service 
could be billed at a lower rate. 

The applicants appeared to agree 
that the Commission could change a 
rate even though the rate was part of 
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a contract. Presumably all would not 
agree that if an optional rate was or- 
dered into effect all customers that 
could benefit would not be entitled to 
the rate. 

Rules 12B and 16E were discussed 
in the opinion portion of the order 
dated April 10, 1950, and the reasons 
for the rules set out. The Commission 
still does not feel that an adjustment 
in the twelfth month can be classified 
as retroactive billing. If the level of 
a rate is to be determined on the basis 
of twelve months’ use, then any 
payments made before the end of 
the twelfth month are in the na- 
ture of instalment payments on a 
bill, the size of which cannot be de- 
termined until the end of the twelfth 
month. 

The Commission is of the opinion 
that in order to avoid violations of 
§§ 196.22, 196.60, 196.62, and 196.63, 
Wisconsin Statutes, the utility must 
bill a customer at the lowest filed rate. 
The period of use on which the choice 
of the rate is based is specified as 
twelve months. It could be one month 
but for reasons given in the April 10, 
1950, order a 12-month period is 
chosen. The Commission can see no 
difference between ordering a rate in 
a contract reduced, which all appear to 
agree is within the Commission pow- 
ers, and requiring that the lowest op- 
tional rate on file shall be the proper 
rate. 

There were some comments by the 
applicants concerning the wording 
of the rules and a_ suggestion 


that the 12-month period be 
more specifically defined. The 
wording of the rule could probably 
be improved but is understandable in 
its present form, and no change is be- 
ing made. The 12-month period 
means any period of twelve consecu- 
tive months. A monthly check is not 
required, but at least one is required 
every twelve months. A utility may 
adopt a practice of rendering the 
twelfth bill and making the required 
bill computations every December, 
or may do so on the anniversary of the 
various customers’ receipt of service. 

The Commission is of the opinion 
that rules 12B and 16E are proper. 

The Commission finds: 

1. That the retention of aforsesaid 
rules 12B and 16E and their applica- 
tion and utilization by public utilities, 
both privately and municipally owned 
and operated, furnishing _ electric 
energy and service within this state, 
is necessary for the furnishing of rea- 
sonably adequate electric service and 
facilities to the public. 

2. That the retention of rules 12B 
and 16E of the appendix attached to 
this Commission’s order of April 10, 
1950, in this docket is reasonable and 
necessary for the effective administra- 
tion and enforcement of the provisions 
of Chap 196, Statutes, and other laws 
relating to the regulation of such public 
utilities. 

The Commission concludes : 

That an order should be entered re- 
affirming the rules which were the sub- 
ject of this rehearing. 
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Pacific Telephone & Telegraph Company 


George H. Flagg, Public Utilities 


Commissioner 


— Or —, 220 P2d 522 
June 30, 1950 


N BANC. APPEAL from decree affirming orders which re- 

jected payments to parent telephone company under license 

contract and prescribed conditions under which payments may 
be made; decree reversed and orders annulled. 


Appeal and review, § 19 — Commission order — Absence of findings. 
1. A court reviewing an order rejecting payments made by a telephone com- 
pany to a parent company under a license contract may not review the basic 
issues relating to the value, necessity, and cost of the services rendered by 
the parent company in the absence of findings upon them, p. 107. 


Expenses, § 5 — Powers of Commissioner — Payment to parent telephone com- 
pany — License contract. 

2. The Commissioner, in determining whether payments made to a parent 
telephone company for services under a license contract are fair and rea- 
sonable and not contrary to public interest, does not have authority to base 
his determination on his own personal notion of the propriety or wisdom 
of expenditures or of public welfare, but he is to be guided by the standards 
of fairness and reasonableness and whether the expenditures are com- 
mensurate with the services rendered, p. 110. 


Expenses, § 87 — Payment to parent telephone company — License contract. 
3. Payments made to a parent telephone company for services rendered 
under a license contract should be allowed if the operating company receives 
services that are necessary and valuable at no greater price than the cost to 
the parent, or at a price not in excess of that for which the services could 
be obtained elsewhere or could be performed by the operating company 
itself, p. 110. 


Expenses, § 5 — Powers of Commissioner — Payment to parent telephone com- 
pany — License contract. 


4. The Commissioner may not disallow payments made to a parent tele- 
phone company for services rendered under a license contract merely because 
he disapproves the method by which the services were contracted for; for 
him to prescribe terms on which the utility might contract for such services 
would be an interference with powers of management which is not author- 
ized by statute in the absence of a clear expression of that intent, p. 111. 
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Expenses, § 87 — Payment to parent telephone company — License contract. 


5. The assumption that it is impossible to ascertain the cost of services ren- 
dered by a parent telephone company to a subsidiary operating company 
under a license contract was held to be erroneous, p. 111. 


Expenses, § 5 — Jurisdiction of Commissioner — Payments under license contract. 


6. The Commissioner has statutory authority to hold hearings and to inves- 
tigate items of a telephone company’s proposed budget, and a determination 
by him as to the reasonableness of payments made to a parent telephone 
company under a license contract does not estop him from later reopening 
the question and making a different determination based upon fuller in- 
formation, p. 111. 


Expenses, § 87 — Payment to parent telephone company — License contract — 


Necessity of findings. 
7. The Commissioner may not disallow payments made by an operating 
telephone company to its parent company for services rendered under a 
license contract where he makes no findings as to value, necessity, and cost 
of the service but bases his action solely on the finding that the method of 
payment is contrary to public interest, p. 111. 


(Latourette, J., dissents.) 


> 





APPEARANCES: FletcherRockwood, 
Portland, argued the cause for ap- 
pellant. On the brief were Paul 
L. Boley and Hart, Spencer, McCul- 
loch, Rockwood & Davies, of Port- 
land. 

E. L. Graham, Assistant Attorney 
General, of Salem, argued the cause 
for respondent. With him on the brief 
were George Neuner, Attorney Gen- 
eral, and Max L. McMillin, Assistant 
Attorney General. 

Alexander G. Brown, City Attorney, 
of Portland, and Marian C. Rushing, 
Deputy City Attorney, of Portland, 
filed a brief as amici curiae. 


Lusk, CJ.: The Pacific Telephone 
and Telegraph Company, a corpora- 
tion (Pacific), commenced three suits 
pursuant to the provisions of the Uni- 
form Practice Act of the Public Utili- 
ties Commissioner, § 112-4, 119, O.C. 
L. A., for the purpose of obtaining de- 
crees declaring invalid, and enjoining 
the enforcement of, certain orders of 


the Public Utilities Commissioner 
which rejected items of proposed ex- 
penditures by Pacific under its so- 
called license contract with American 
Telephone and Telegraph Company, a 
corporation (American), for the years 
1948 and 1949, and prescribed the con- 
ditions under which payments for serv- 
ices rendered to Pacific by American 
may be made. The suits were consoli- 
dated for trial in the circuit court, 
which, after a hearing, entered a decree 
affirming the orders except in one par- 
ticular. Pacific has appealed. The ap- 
peals were consolidated for hearing in 
this court. 

The challenged orders are, in sub- 
stance and meaning, identical ; and the 
three suits present the same question, 
namely, whether, in making the orders, 
the Commissioner has exceeded the au- 
thority conferred on him by statute. 

The Commissioner first indicated his 
views upon the propriety of the license 
contract in an order made January 8, 
1948, 73 PUR NS 100, in a rate 
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case involving Pacific’s intrastate Or- 
egon rates. Thereafter, in Order No. 
21057, dated November 8, 1948, 
which is here under review, he rejected 
a proposed payment under the contract 
of $363,000 contained in Pacific’s sup- 
plemental budget for 1948. Pacific 
then asked for reconsideration of the 
item, and this was granted. There 
was an extended hearing, and on 
March 31, 1949, the Commissioner en- 
tered his Order No. 21859, which, aft- 
er certain recitals, concludes with the 
following “Findings and Conclu- 
sions” : 

= 


“That The Pacific Telephone and 
Telegraph Company is a California 
corporation duly authorized to transact 
business in Oregon, and is engaged as 
a public utility in furnishing telephone 
and telegraph service in the states of 
California, Washington, Idaho, and 
Oregon, and through a subsidiary, in 
the state of Nevada. 


va 


“That the American Telephone and 
Telegraph Company is a New York 
corporation, and as of December 31, 
1948, owned 87.93 per cent of the 
voting stock of The Pacific Telephone 
and Telegraph Company. That the 
American Telephone and Telegraph 
Company is therefore an affiliated in- 
terest of The Pacific Telephone and 
Telegraph Company as the term is 
defined in and by § 112-483, O. C. 
L. A. 


“TIT. 


“That with the exception of the re- 
search and development work per- 
formed by the Bell Telephone Labora- 
tories, Inc. for the general department 
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of the American Telephone and Tele- 
graph Company, the services now be- 
ing rendered by Ebasco Services, Inc. 
to the Pacific Power & Light Company 
at actual cost, in all respects are gen- 
erally the same as the services the Or- 
egon area of The Pacific Telephone 
and Telegraph Company are now re- 
ceiving from the American Telephone 
and Telegraph Company for which it 
is required to pay a percentage of its 
gross revenues. 


“TV. 


“That there is no relationship be- 
tween the actual cost to the American 
Telephone and Telegraph Company of 
rendering license services to the Or- 
egon area of The Pacific Telephone 
and Telegraph Company and the pay- 
ments required to be made under the 
license contract based upon a percent- 
age of gross revenues. 


“V 
: 


“That it is contrary to the public 
interest, the interest of The Pacific Tel- 
ephone and Telegraph Company, its 
minority stockholders, and its rate- 
payers in the Oregon area to permit it 
to continue to make percentage of 
gross revenue payments to the Ameri- 
can Telephone and Telegraph Com- 
pany, pursuant to the provisions of the 
license contract. 


“VI. 


“That no showing has been made 
by The Pacific Telephone and Tele- 
graph Company that justifies different 
treatment of its proposed payment to 
American Telephone and Telegraph 
Company of $363,000 during the year 
1948 than that ordered by P. U. C. 
Oregon Order No. 21057. 
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“Now, therefore, based upon the 
foregoing findings, the Commissioner 
concludes that the provisions of P. U. 
C. Oregon Order No. 21057 are fair 
and reasonable and are in the pub- 
lic interest, and that said order will 
permit The Pacific Telephone and Tel- 
egraph Company to pay the American 
Telephone and Telegraph Company 
the actual cost to it of any service of 
value to The Pacific Telephone and 
Telegraph Company. 

“The Commissioner further con- 
cludes that the procedure of ordering 
or requisitioning services as required 
by said order has been proven work- 
able and practicable, and will not be 
burdensome or unduly time consuming 
to The Pacific Telephone and Tele- 
graph Company, or the American Tel- 
ephone and Telegraph Company. 

“Now, therefore, based upon the 
foregoing findings, conclusions, and 
the records and files herein, the Com- 
missioner reaffirms his P. U. C. Or- 
egon Order No. 21057 entered on the 
8th day of November, 1948, and it 
is hereby . 

“Ordered that as applied to its Or- 
egon operations, The Pacific Tele- 
phone and Telegraph Company shall 
not, after January 1, 1948, pay to the 
American Telephone and Telegraph 
Company for services rendered by it 
to the Oregon area of The Pacific Tel- 
ephone and Telegraph Company more 
than the actual costs to the American 
Telephone and Telegraph Company of 
rendering said services, and that said 
costs do not exceed the amount such 
services could be obtained elsewhere 
or performed by its own personnel. 
That all such services provided for 
under the agreement between it and the 
American Telephone and Telegraph 
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Company that are necessary or of value 
to it shall be ordered or requisitioned 
from the American Telephone and Tel- 
egraph Company.” 

Order No. 21057, referred to above, 
is, in substance, the same as the con- 
cluding paragraph of the foregoing 
findings and conclusions as are the 
other orders under review. 

By the circuit court’s decree that 
part of the orders which required Pa- 
cific to requisition services from 
American was eliminated as going be- 
yond the Commissioner’s authority. 

Pacific is a California corporation 
which owns and operates a telephone 
and telegraph system in California, Or- 
egon, Washington, and Idaho, and, 
through a wholly owned subsidiary, in 
Nevada. It is a part of the so-called 
“Bell system,” which comprises Amer- 
ican Telephone and Telegraph Com- 
pany, Western Electric Company 
(Western), and Bell Telephone Lab- 
oratories (Bell Laboratories), all New 
York corporations, and twenty-two 
operating companies, one of which is in 
Canada. American owns 87.93 per 
cent of the voting stock of Pacific, all 
or substantially all the voting stock 
of sixteen of the other operating 
companies, and substantial fractions 
of the voting stock of the remain- 
der. Bell Laboratories owns and 
operates laboratories engaged in re- 
search in all the sciences relating to 
the telephone art and in the application 
of discoveries in the art to the practical 
problem of rendering telephone service. 
The stock of Bell Laboratories is 
owned 50 per cent by American and 
50 per cent by Western, while 99.8 
per cent of the stock of Western is 
owned by American. Western manu- 
factures a substantial part of the ap- 
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paratus and equipment required by the 
operating companies, and acts as pur- 
chasing agent for the system in the 
purchase from other manufacturers for 
resale to the operating companies of 
material not manufactured or produced 
by Western. 

The license contract had its genesis 
in a contract dated May 7, 1880, be- 
tween National Bell Telephone Com- 
pany, predecessor of American, and 
Pacific Bell Telephone Company, pred- 
ecessor of Pacific, under which the for- 
mer, as licensor, granted to the latter, 
as licensee, the right to use on a lease 
basis telephones supplied by the licen- 
sor. The licensor also undertook to 
defend at its own expense patent litiga- 
tion. On March 10, 1936, the then 


existing rights and obligations of the 
parties under the license contract, as 
they had developed during the inter- 
vening years, were reduced to writ- 


ing and a memorandum agreement ex- 
ecuted, which is the license contract 
in controversy save for changes in the 
percentages of gross revenues which 
Pacific agrees to pay. The agreed ba- 
sis of payment at the time of execu- 
tion of the contract was 14 per cent. 
On September 30, 1948, American re- 
duced this to one per cent. American, 
however, reserved the right to restore 
the rate to 2} per cent on notice, which 
right had been in effect at one time 
prior to March 10, 1936. 

The following, taken from Pacific’s 
brief, is a concise summary of the serv- 
ices which American undertakes to ren- 
der under the contract: 

“(1) American licenses appellant to 
use in its territory telephones and 
telephonic devices, apparatus, methods, 
and systems covered by patents owned 
by American or which American has 
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the right to use, and agrees to save ap- 
pellant harmless against charges of in- 
fringement of patents which appellant 
so has the right to use. 

“(2) American undertakes to pros- 
ecute research in the art of telephony 
and in the development of methods to 
improve telephone service, and grants 
to appellant the right to use all of the 
products of such research. 

“(3) American undertakes to pro- 
vide arrangements for the manufacture 
of telephones and other apparatus 
needed by appellant and for the pur- 
chase by appellant of such products at 
reasonable prices and at the lowest 
prices charged by the manufacturer 
thereof to others. 

“(4) American undertakes to fur- 
nish to appellant : 

“(a) Advice in engineering, plant, 
traffic, commercial, accounting, legal, 
and other matters pertaining to appel- 
lant’s business. 

“(b) Advice and assistance in ap- 
pellant’s financing, and extension and 
improvement of its system, and in se- 
curing money on fair terms ; assistance 
in marketing securities, and other fi- 
nancial support which will tend to 
serve the best interests of both parties. 

“(c) Assistance in personnel mat- 
ters. 

“(5) American undertakes to main- 
tain an organization of specialists of 
such numbers and possessed of such 
skills so as to be able to perform the 
services which it undertakes to fur- 
nish and to relieve appellant from the 
necessity of attempting to perform such 
work for itself. 

“(6) American undertakes to main- 
tain connections between the systems 
of appellant and other associated com- 
panies of the Bell System.” 
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The identical contract exists be- 
tween American and the other twenty 
operating companies in the United 
States. 

Following the decision of this court 
in Pacific Teleph. & Teleg. Co. v. 
Wallace (1938) 158 Or 210, 23 PUR 
NS 65, 75 P2d 942 (a rate case), 
affirming the decision of a 3-judge 
court sitting in the circuit court for 
Multnomah county (March 19, 1936) 
13 PUR NS 337, the then Commis- 
sioner, by order of February 17, 1939, 
approved the license contract with an 
affiliate under Oregon Code, 1935 
Supplement, § 61-280, now § 112- 
482, 0. C. L. A. This order incorpo- 
rates by reference the evidence in the 
rate proceedings involved in the case 
just cited, together with the testimony 
taken subsequent to that decision. 
While the decision in that case did 


not approve the payments made to 
American, this was for reasons of a 
purely technical and procedural nature. 
The opinions of both this court and 
the circuit court recognized the value 


and necessity of the services. See, 
supra, 158 Or at pp. 270, 271; 13 
PUR NS at p. 389. 

The statute under which the Com- 
missioner acted, and which he claims 
is the source of his authority to make 
the orders under review, is § 112-481, 
O. C. L. A., as amended by Chap 132, 
Oregon Laws, 1945, and, so far as here 
pertinent, reads : 

“The Commissioner shall have the 
right and power of regulation, restric- 
tion, and control over the budgets of 
expenditures of public utilities 
as to all items covering or contemplat- 
ing any payment or payments to any 
person or corporation having an af- 
filiated interest for service, advice, au- 
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diting, associating, sponsoring, engi- 
neering, managing, operating, financ- 
ing, legal, or other services. On or 
before the first day of November of 
each year each public utility shall pre- 
pare a budget showing the amount of 
money which, in its judgment, shall 
be needed during the ensuing year for 
covering all of such activities and ex- 
penditures, and file with the Commis- 
sioner of public utilities for his investi- 
gation and approval or objection, as 
hereinafter provided. When any such 
budget has been filed with the Commis- 
sioner of Public Utilities he shall ex- 
amine into and investigate the same to 
determine whether each and all of the 
expenditures are fair and reasonable 
and not contrary to public interest, and 
within sixty days thereafter file his 
finding and order approving or reject- 
ing the same or any part thereof; . . . 

“Adjustment and additions to such 
budget expenditures may be made from 
time to time during the year by filing 
supplementary budget with the Com- 
missioner of public utilities for his in- 
vestigation and approval, and the Com- 
missioner shall have thirty days to in- 
vestigate the same and file his finding 
and order of approval or rejection to 
each item or part thereof. Such ex- 
amination, investigation, and deter- 
mination by the Commissioner of Pub- 
lic Utilities shall not bar or estop him 
from later determining whether any 
or all of the expenditures made under 
the budget are fair, reasonable, and 
commensurate with the service, ma- 
terial, supplies or equipment received. 

“The Commissioner shall be em- 
powered to prescribe the application 
and the necessary rules and regula- 
tions to place this section in operation. 

“Any finding and order made and 
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entered by the Commissioner, as here- 
in provided, shall have the effect of 
prohibiting any such unapproved or 
rejected expenditure from being recog- 
nized as an operating expense or capital 
expenditure in any rate valuation pro- 
ceeding or in any proceeding or hear- 
ing unless and until the propriety there- 
of shall have been established to the 
satisfaction of the Commissioner, and 
any such finding and order shall be and 
remain in full force and effect, unless 
and until the finding and order of the 
Commissioner with respect thereto has 
been vacated and set aside in a suit 
brought and prosecuted as provided in 
§§ 112-454 to 112-458, inclusive, 
or unless and until modified or set 
aside by the Commissioner. 

“However, nothing in this act con- 
tained shall prevent the Commissioner 
from at any time making and filing or- 
ders, rejecting imprudent and unwise 
expenditures or payments, and such or- 
ders when so made shall be in full force 
and effect, and it shall not have the 
right to make such expenditures or 
payments found to be imprudent or 
unwise until the same has been vacated 
or set aside, as provided in a suit 
brought and prosecuted as provided in 
§§ 112-454 to 112-458, inclusive, or 
unless and until modified or set aside 
by the Commissioner.” 

[1] The first question for determi- 
nation relates to the scope of judicial 
review in this case. The transcript of 
testimony taken before the Commis- 
sioner consists of 1,063 pages. There 
were received in evidence forty-five ex- 
hibits, most of them introduced by 
Pacific, and some consisting of several 
hundred printed pages. Much of this 
testimony and many of the exhibits 
were designed to show that the services 
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under the contract were necessary and 
valuable to Pacific, and that the 
amount in dollars which Pacific pro- 
poses to pay American for them is less 
than the amount in dollars which it 
cost American to render them. 

The Commissioner did not attempt 
to meet this evidence except by cross- 
examination. The Commissioner’s 
brief says “that at no time has the 
Commissioner questioned that the 
services rendered by American to Pa- 
cific are of value.” It is argued in the 
brief, however, that the representa- 
tions of Pacific as to the cost of the 
services “are of amounts spent by 
American rather than cost to Ameri- 
can.” Particular items of this cost, 
namely, Federal taxes paid by Ameri- 
can on dividends it receives from stock 
owned by it in the operating compa- 
nies, and the cost of maintaining funds 
available to Pacific to meet its finan- 
cial needs, are criticized, as is Ameri- 
can’s failure to credit Pacific with the 
amount of royalties received by Amer- 
ican on the patents it holds. Further, 
the amicus curiae brief attacks the in- 
clusion of Bell Laboratories costs paid 
by American as a part of its license 
contract expense, and the so-called 
“holding company” expenses of Amer- 
ican, such, for example, as expense of 
its treasury, executive and accounting 
departments. 

The Commissioner has made no 
findings upon these issues. 

There are findings that, with the ex- 
ception of the research and develop- 
ment work done by Bell Laboratories, 
the services now being rendered by 
Ebasco Services, Inc., to the Pacific 
Power and Light Company are gen- 
erally the same as those which Pacific 
receives from American; that there is 
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no relationship between the actual cost 
to American of rendering license serv- 
ice to Pacific and the percentage pay- 
ments to be made under the license con- 
tract ; and that it is contrary to the pub- 
lic interest, the interest of Pacific and 
its minority stockholders and its rate- 
payers for Pacific to make these pay- 
ments. There is also what possibly 
might be considered a general finding 
in the reference to Order No. 21507, 
which disapproves the expenditures 
under the license contract. But the 
Commissioner has not found that the 
services, or any of them, are unneces- 
sary or that Pacific has failed to prove 
that the proposed expenditures do not 
exceed the cost to American of render- 
ing the service. Nor are there findings 
that the services could be obtained else- 
where at less than their cost to Amer- 
ican, or could be rendered by Pacific’s 
own personnel more economically and 
efficiently, if at all. Finding No. III 
with reference to services rendered to 
Pacific Power and Light Company by 
Ebasco Services, Inc., “at actual cost,” 
says nothing as to the relative effi- 
ciency or economy of the services as 
between Ebasco and American, or as 
to whether this actual cost, if the serv- 
ices were obtained elsewhere, would be 
less than Pacific proposes to pay to 
American. 

It is provided by § 112-481, O. C. 
L. A., as amended, that, after a budget 
has been filed, the (Commissioner 
“shall examine into and investigate the 
same to determine whether each and all 
of the expenditures are fair and reason- 
able and not contrary to public interest, 
and within sixty days thereafter file his 
finding and order approving or reject- 
ing the same.” Section 112-4, 116, 


which is part of the Uniform Practice 
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Act, provides with respect to hearings : 
“. After the completion of the 
taking of evidence, and within a rea- 
sonable time, the Commissioner shall 
prepare and file findings of fact and 
conclusions of law upon the evidence 
received in said matter and shall make 
and file his order thereon pil eet 

This requirement is by § 112-4, 113 
made to “apply to and govern all hear- 
ings upon any matter or issue coming 
before the Commissioner under any act 
by him to be administered, whether in- 
stituted on the application, petition, or 
complaint of others or initiated by the 
Commissioner .” (Italics 
added. ) 

We said in Pierce Freight Lines v. 
Flagg (1945) 177 Or 1, 38, 62 PUR 
NS 385, 406, 159 P2d 162, 177: 
. The procedure thus outlined 
recognizes the Commissioner as the 
fact-finder, and deems his action as ad- 
ministrative. In other words, the facts 
in matters of this kind are found, not 
by the judge, but by the Commissioner. 
The Commissioner’s findings are bind- 
ing upon the court, in the event of 
judicial review, if supported by cogent, 
competent, material, and substantial 
evidence.”’ See, also, Butcher  v. 
Flagg (1949) 185 Or 471, 203 P2d 
651, and Warren v. Bean (1941) 167 
Or 116, 125, 40 PUR NS 106, 115 
P2d 167. 

In Smith v. Illinois Bell Teleph. Co. 
282 US 133, 157, 75 L ed 255, PUR 
1931A 1, 12, 51 S Ct 65, 72,.a rate 
case in which one of the questions was 
as to the propriety of payments made 
under the license contract, the Su- 
preme Court sent the case back for 
further findings, saying: “. . . In 
view of the findings, both of the state 
Commissions and of the court, we see 
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no reason to doubt that valuable serv- 
ices were rendered by the American 
Company, but there should be specific 
findings by the statutory court with 
regard to the cost of these services to 
the American Company and the rea- 
sonable amount which should be allo- 
cated in this respect to the operating 
expenses of the intrastate business of 
the Illinois Company in the years cov- 
ered by the decree.” 

Upon the authority of that case a 
like course was taken in Re New Eng- 
land Teleph. & Teleg. Co. (1949) 115 
Vt 494, 79 PUR NS 508, 66 A2d 
135. 

Referring to a similar situation, 
Chief Justice Hughes, in Florida v. 
United States (1931) 282 US 194, 
75 L ed 291, 51 S Ct 119, 125, said: 

, In the absence of such 
findings, we are not called upon to 
examine the evidence in order to re- 
solve opposing contentions as to what 
it shows or to spell out and state such 
conclusions of fact as it may permit. 
The Commission is the fact-finding 
body, and the Court examines the evi- 
dence not to make findings for the 
Commission but to ascertain whether 
its findings are properly supported.” 

Among the more recent decisions of 
the Supreme Court of the United 
States which deal with this subject is 
Colorado-Wyoming Gas Co. v. Feder- 
al Power Commission (1945) 324 US 
626, 89 L ed 1235, 58 PUR NS 94, 
99, 65 S Ct 850, 854, a rate case aris- 
ing under the Natural Gas Act of 
1938, 15 USCA § 717 et seq. In 
remanding the case for further find- 
ings the court, speaking through 
Mr. Justice Douglas, said: “The re- 
view which Congress has provided for 
these rate orders is limited. § 19(b), 
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15 USCA § 717 r(b) says that the 
‘finding of the Commission as to the 
facts, if supported by substantial evi- 
dence, shall be conclusive.’ But we 
must first know what the ‘finding’ is 
before we can give it that conclusive 
weight. We have repeatedly empha- 
sized the need for clarity and complete- 
ness in the basic or essential findings 
on which administrative orders rest. 
Florida v. United States (1931) 282 
US 194, 215, 75 L ed 291, 51 S Ct 
119, 125; United States v. Baltimore 
& O. R. Co. (1935) 293 US 454, 
464, 79 L ed 587, 55 S Ct 268, 273; 
United States v. Chicago, M. St. P. & 
P. R. Co. (1935) 294 US 499, 504, 
505, 510, 511, 79 L ed 1023, 55 S Ct 
462, 464, 465, 467; United States 
v. Carolina Freight Carriers Corp. 
(1942) 315 US 475, 488, 489, 86 
L ed 971, 43 PUR NS 423, 431, 62 
S Ct 722, 729, 730. Their absence can 
only clog the administrative function 
and add to the delays in rate making. 
We cannot dispense with them for 
Congress has provided the standards 
for judicial review under this act. Sec- 
tion 19(b). The courts cannot per- 
form the function which Congress as- 
signed to them in absence of adequate 
findings. Nor are they authorized un- 
der § 19(b) to make findings and sub- 
stitute them for those of the Commis- 
sion.” See, to the same effect, 146 
ALR 235, and cases there cited. 
Although the Commissioner’s brief 
lays much emphasis upon the duty of 
this court to affirm the findings of the 
Commissioner where they are sup- 
ported by substantial evidence, it need 
hardly be said that we cannot either 
affirm or disaffirm findings which were 
never made. “The courts cannot per- 
form the function which [the legisla- 
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ture] assigned to them in absence of 
adequate findings.” Colorado-Wyom- 
ing Gas Co. v. Federal Power Com- 
mission, supra. 

Nor can we say that the general 
finding disapproving the budgets in- 
cludes a finding of all the special facts 
necessary to sustain it. See 146 ALR 
235; 42 Am Jur Public Administra- 
tive Law, 501, § 151; H. P. Welch 
Co. v. State (1938) 89 NH 428, 25 
PUR NS 473, 199 Atl 886, 120 ALR 
282. An implication of that sort may 
not be indulged where the record indi- 
cates a contrary intention. When the 
findings and the orders of the Commis- 
sioner are examined in the light of the 
entire record, the evidence introduced 
on behalf of the Commissioner, the re- 
citals which preceded the findings, the 
findings themselves and the argument 
in the Commissioner’s brief, it is man- 
ifest that the Commissioner chose de- 
liberately to ignore the evidence as to 
the necessity of the services and their 
cost. All this may be summed up in 
the statement in the Commissioner’s 
brief that the orders here “only denied 
payment by a method found to be con- 
trary to the public interest.” The tes- 
timony of Mr. J. L. Kennedy, chief 
accountant in charge of the Commis- 
sioner’s department of finance and ac- 
counts, who is the principal proponent 
on the Commissioner’s staff of the 
ideas embodied in the order, fully sup- 
ports this statement, for he testified 
on cross-examination that the dollars 
of operating expense in Oregon were 
not of primary concern to him but the 
method of determining the number of 
dollars to be paid is the important 
thing. 

The issues to which we have re- 
ferred, all relating to the value, neces- 


sity, and cost of the services are basic; 
but in the absence of findings upon 
them, we are not authorized to review 
them. 

The decisive question, therefore, is 
whether the challenged orders tran- 
scend the Commissioner’s statutory 
authority. 

[2,3] The purpose of the budget 
statute is to enable the Commissioner 
to safeguard the ratepayers and the 
utility against improper payments to 
an affiliate for services of the kind 
covered by the license contract. To 
that end he is charged with the duty 
of determining whether “the expendi- 
tures are fair and reasonable and not 
contrary to public interest.” A deter- 
mination by him shall not “bar or estop 
him from later determining whether 
any or all of the expenditures made un- 
der the budget are fair, reasonable, and 
commensurate with the service, ma- 
terial, supplies, or equipment received.” 
Construing the statute as a whole, as 
we are bound to do (Portland v. Dunt- 
ley [1949] 185 Or 365, 203 P2d 640), 
and, having in mind constitutional lim- 
itations against granting unfettered au- 
thority to administrative officers (Van 
Winkle v. Meyer [1935] 151 Or 455, 
49 P2d 1140), we hold that the legis- 
lature did not intend to authorize the 
commissioner to base his determina- 
tion on his own personal notion of the 
propriety or wisdom of proposed ex- 
penditures or the public welfare, but 
that he is to be guided by the standards 
of fairness and reasonableness and 
whether the expenditures are ‘“com- 
mensurate with the services.” The 
legislature no doubt had in mind the 
prevention of “exploitation of operat- 
ing companies” by affiliates. See 49 
Harv L Rev 957, 981. If the operat- 
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ing company receives from an affiliate 
services that are necessary and valu- 
able, at no greater price than the cost 
to the affiliate, or at a price not in ex- 
cess of that for which the services could 
be obtained elsewhere or could be per- 
formed by the company itself, it is not 
apparent that the Commissioner is au- 
thorized to disallow payments for such 
services. 

Pacific justifies the contract under 
which it and the other operating com- 
panies agree to pay a percentage of 
their gross revenues to American for 
identical services by the claim that, 
since the companies are engaged in a 
common enterprise having common 
problems, it is the most economical and 
efficient way of receiving such services, 
and, as to some of them at least, the 
only practicable way, Pacific also em- 
phasizes the need of a continuing serv- 
ice. For example, it is the beneficiary 
under the contract of discoveries re- 
cently made and presently being ap- 
plied in new apparatus and equip- 
ment as the result of many years of 
research by Bell Laboratories. It con- 
tends that it would not be practicable 
to order or pay for a specific part of 
such service at cost in the sense of the 
Commissioner’s orders. It makes an 
impressive showing in the evidence of 
remarkable progress in the telephone 
industry under this system. Extended 
reference to the evidence is deemed un- 
necessary, but the following from the 
testimony of Mr. Keith S. McHugh, a 
vice president of American, in support 
of his statement that “the telephone 
business has one characteristic which 
I believe is unique,” illustrates graphi- 
cally the thesis of Pacific that there 
must be a centralized agency for the 
furnishing of continuous services such 
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as those covered by the license con- 
tract: “. The operating plan 
of the telephone companies is, in fact, 
one single instrumentality, which oper- 
ates as a unit simultaneously and con- 
tinuously in every part of the United 
States. Thus, if a man in Portland, 
Oregon, wishes to converse with a man 
in Portland, Maine, the entire plant of 
the American Company and the asso- 
ciate companies is immediately avail- 
able to him and can be actuated simply 
by lifting his receiver in Portland, Or- 
egon. That plant, which, for the il- 
lustrative call, would include plant 
owned by The Pacific Company, the 
Long Lines Department of the Ameri- 
can Company, and plant of the New 
England Telephone and Telegraph 
Company, must on that call work as a 
unit, and every part of that plant must 
be designed to function as a unit. 
There is no similar problem, so far as 
I know, in any other public utility serv- 
ice, or, for that matter, in any other 
industry.” 

There seems to be no serious con- 
tention on the part of the Commis- 
sioner that there is any agency any- 
where better equipped to render these 
services than American, or that there is 
any other agency anywhere that is 
equipped to furnish some of the serv- 
ices at all, as, for example, the scientific 
research work pertaining to the art of 
telephony, or to maintain connections 
between the systems of Pacific and the 
other operating companies of the Bell 
system. 

[4-7] The requirement of the or- 
ders that Pacific requisition the serv- 
ices is now out of the case, as the cir- 
cuit court held that provision invalid 
and the Commissioner has not ap- 
pealed. What is left is the disapproval 
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of the budgets and the direction that 
Pacific shall not pay to American more 
than the “actual cost” to American of 
rendering such services, and that “said 
costs do not exceed the amount (for 
which) such service could be obtained 
elsewhere or performed by its own per- 
sonnel.” The evidence and the argu- 
ment of counsel reveal that by “actual 
cost” is not meant cost to American, 
as established by the evidence, for all 
the services in one package to all the 
operating companies, and then appor- 
tioned among the companies and to the 
Oregon area of Pacific, but specific 
costs of services rendered to Pacific, 
individually, instead of as a sharer 
with the other operating companies 
of a common service rendered to all of 
them as constituent parts of the Bell 
system. The method ordered by the 
Commissioner appears to have for its 


model that pursued by Ebasco Serv- 
ices, Inc., which renders services on 
requisition to companies making up 
the Electric Bond and Share group 
and other corporations in the electric 
light and power industry and to many 


other organizations. Practically all 
the evidence introduced on behalf of 
the Commissioner dealt with Ebasco’s 
services, how they are requisitioned, 
and their cost determined. While we 
do not consider the point decisive, the 
evidence hardly justifies the finding 
that, with the exception of the research 
and development work performed by 
Bell Laboratories, Ebasco services “in 
all respects are generally the same”’ as 
American services to Pacific. One re- 
spect in which they are materially dif- 
ferent is that only 2.05 per cent of 
Ebasco services is group service, while 
97.95 per cent is specific service. On 
the other hand, there is convincing evi- 
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dence that over 90 per cent of service 
under the license contract is group 
service. Moreover, the problem of the 
telephone companies in contracting for 
such services is quite different from 
that of those in the electric industry. It 
was conceded on cross-examination by 
Mr. Will T. Neill, vice president of 
the Pacific Power and Light Company, 
who testified at length as to Ebasco 
methods, that there is nothing in the 
electric industry which makes it essen- 
tial to the giving of efficient service by 
his company that its plant be in any 
way coordinated with the plant of a 
similar company in another part of the 
country. Obviously, a high degree of 
coordination among the operating 
companies of the Bell system is abso- 
lutely essential. 

To sustain the Commissioner’s or- 
ders we would have to say that the 
legislature has empowered him to dis- 
allow proposed expenditures, notwith- 
standing they are shown to be for 
necessary services and reasonable in 
amount, because he disapproves, not 
the “expenditures” but the method by 
which ¢''e services are contracted for. 

We would have to say, further, that 
the Commissioner is empowered to 
prescribe the terms on which the util- 
ity may contract for such services. This 
would be an interference with the pow- 
ers of management incident to owner- 
ship, which, regardless of the consti- 
tutional question raised by counsel for 
Pacific (see Missouri ex rel. South- 
western Bell Teleph. Co. v. Public 
Service Commission, 262 US 276, 67 
L ed 981, PUR1923C 193, 43 S Ct 
544, 31 ALR 807), we are not at 
liberty to hold was authorized by the 
legislature in the absence of a clear 
expression of that intent. It would 
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have been a simple matter to confer the 
asserted power in plain language; we 
have no warrant for conferring it by 
interpretation. 

It is argued, however, that (in the 
language of the findings) “there is 
no relationship between the actual cost 
to the American Telephone and Tele- 
graph Company of rendering license 
services to the Oregon area of The 
Pacific Telephone and Telegraph Com- 
pany and the payments required to be 
made under the license contract based 
upon a percentage of gross revenues.” 
And it is said that the Commissioner 
“only asks, and his only order has 
been, that he be permitted to see the 
cost of rendering such service and has 
ordered a plan that at least should be 
tried before it is condemned.” It is, of 
course, true that there is no necessary 
relation between the percentage pay- 
ment and the cost of the service. But 
there is bound to be a relation between 
the amount in dollars of the percentage 
payment and the cost—it will be 
either greater or less or the same. The 
argument seems to be based on the as- 
sumption that it is impossible to as- 
certain the cost of services rendered 
under the license contract. We think 
it is an erroneous assumption. The 
Commissioner’s chief accountant con- 
ceded on cross-examination that where 
group service is rendered to a number 
of associated companies, the total cost 
of rendering the service would be 
spread among the recipients of the 
service on “some acceptable basis” and 
that the cost allocated to each company 
would be “the total actual cost al- 
located to the individual companies on 
an acceptable basis.” The courts 
have sustained showings such as were 
made by Pacific in this case as to such 
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costs. The commissioner has ample 
authority under the statute to hold 
hearings and investigate the items of a 
proposed budget. A determination by 
him does not estop him from later re- 
opening the question and making a dif- 
ferent determination based upon fuller 
information. And, as the court said 
in Pacific Teleph. & Teleg. Co. v. Pub- 
lic Utilities Commission, 34 Cal2d 822, 
83 PUR NS 101, 109, 215 P2d 441, 
447, decided February 28, 1950, “in 
fixing Pacific’s rates the Commission 
may disallow expenditures that it finds 
unreasonable, thus insuring that any 
excessive costs will be met from Pa- 
cific’s profits.” 

In Southwestern Bell Teleph. Co. 
v. State Corp. Commission (1950) 
— Kan —, 85 PUR NS 277, 280, 
219 P2d 361, by the supreme court 
of Kansas and not yet reported in State 
Reports, the court construed the fol- 
lowing statute: ‘Section 3. In as- 
certaining the reasonableness of a rate 
or charge to be made by a public util- 
ity, no charge for services rendered by 
a holding or affiliated company, or 
charge for material or commodity fur- 
nished or purchased from a holding or 
affiliated company, shall be given con- 
sideration in determining a reasonable 
rate or charge unless there be a show- 
ing made by the utility affected by the 
rate or charge as to the actual cost of 
the holding or affiliated company fur- 
nishing such service and material or 
commodity. Such showing shall con- 
sist of an itemized statement furnished 
by the utility setting out in detail the 
various items, cost for services ren- 
dered and material or commodity fur- 
nished by the holding or affiliated com- 
pany.” G.S.1935, 66-1403. (Italics 
added. ) 
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The Commission had held that a 
showing of cost similar to that made by 
Pacific in the present case was not a 
compliance with the statute. The Com- 
missioner’s order was set aside by the 
supreme court, which affirmed a find- 
ing of the district court, which included 
this sentence: “All such costs were 
actual costs to American, and did not 
cease to be actual when they were ap- 
portioned.” 

In Washington the Department of 
Public Service disallowed the license 
fee paid to American under the license 
contract. The supreme court of Wash- 
ington set the order aside in Siate ex 
rel. Pacific Teleph. & Teleg. Co. v. 
Department of Public Service (1943) 
19 Wash2d 200, 52 PUR NS 6, 40, 
41, 142 P2d 498, 522. The court 
said that the Department found . 
“that from the evidence introduced 


it was impossible to ascertain the du- 
ties performed by those employees 


whose wages and expenses were 
charged in connection with the 
research and other matters connected 
with the services performed under 
direction of the American Company,” 
and that the Department was of the 
opinion that “no definite connection 
was shown between the service ren- 
dered and _ respondent’s state of 
Washington operations.” As to this 
the court said: “The record in 
the case at bar shows beyond ques- 
tion that, as stated by the Supreme 
Court in the case of Smith v. Illinois 
Bell Teleph. Co. supra, there is no 
reason to doubt that services valuable 
to respondent and other subsidiary 
companies are rendered pursuant to 
the license contract. It would be im- 
possible for each subsidiary corpora- 
tion to itself maintain a . laboratory 


and a staff of experts to render such 
service. The facts that the work is 
done by a central agency, and that the 
precise allocation of benefit on the one 
hand and cost on the other, cannot be 
apportioned among the respective sub- 
sidiaries with mathematical precision, 
are no good reason for the refusal of 
a state regulatory authority to refuse 
to allow a utility under its jurisdiction 
to contribute, as part of its operating 
expense, a fair proportion of the cost 
of maintaining the service.” 

Since the decision in 1930 by the 
Supreme Court in Smith v. Illinois 
Bell Teleph. Co. supra, it has been 
recognized that the utility is entitled 
to charge as operating expense no more 
than the cost of the services rendered 
under the license contract properly al- 
locable to the telephone business in- 
volved. In addition to the cases al- 
ready cited payments under the license 
contract have been approved in South- 
ern Bell Teleph. & Teleg. Co. v. Public 
Service Commission (1948) 203 Ga 
832, 75 PUR NS 471, 49 SE2d 38; 
Public Service Commission v. South- 
ern Bell Teleph, & Teleg. Co. 
(1949) — Ala —, 84 PUR NS 221, 
42 So2d 655; Southern Bell Teleph. 
& Teleg. Co. v. Railroad and Public 
Utilities Commission (Tenn Ct App 
1948) 76 PUR NS 101. See, also, 
Re New England Teleph. & Teleg. 
Co. supra ([1949] 115 Vt 494, 79 
PUR NS 508, 66 A2d 135). We 
have been referred to no appellate 
court decision, and know of none, 
which refuses to uphold such expendi- 
tures when the utility has by proof es- 
tablished their reasonableness in ac- 
cordance with the rule of the Illinois 
Bell Telephone Company Case, supra. 

Pacific Teleph. & Teleg. Co. v. Pub- 
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lic Utilities Commission, supra, 83 
PUR NS at p. 103, is a decision upon 
substantially the same issue which this 
case presents. The Commission, by 
order, found that the license contract 
“was not in fact a contract but an ar- 
bitrary exaction from Pacific by its 
controlling parent company,” and 
ordered that Pacific file with the Com- 
mission bimonthly reports for the pre- 
ceding 2-calendar-month period show- 
ing all payments made to American 
“together with an itemization of said 
services and the amount paid by 
[Pacific] for each type of service ren- 
dered”. It was further ordered that 
the reports should show for each type 
of service rendered the total cost in- 
curred by American or its affiliates in 
the rendition of said service on an al- 
located basis segregated as to compa- 
ny-wide, total California and California 
intrastate operations. The Commis- 
sion claimed to find authority to make 
the order in statutes which empowered 
the Commission to regulate the con- 
tracts of a utility affecting its rates and 
vested the commission with power “to 
do all things, whether herein specifical- 
ly designated or in addition thereto, 
which are necessary and convenient in 
the exercise of such power and juris- 
diction.” (83 PUR NS at p. 113.) 
The court held that the Commission 
had not been given jurisdiction to de- 
termine the terms on which Pacific 
might contract with American, saying : 
" The determination of what is 
reasonable in conducting the business 
of the utility is the primary responsi- 
bility of management. If the Commis- 
sion is empowered to prescribe the 
terms of contracts and the practices of 
utilities and thus substitute its judg- 
ment as to what is reasonable for that 
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of the management, it is empowered to 
undertake the management of all utili- 
ties subject to its jurisdiction. It has 
been repeatedly held, however, that the 
Commission does not have such pow- 


” 


er. 


It was further said: “In the ab- 
sence of express statutory authority it 
has generally been held that a Com- 
mission’s control over contracts be- 
tween affiliated corporations is limited 
to disallowance of excessive payments 
for the purpose of fixing rates [citing 
numerous authorities]. (83 PUR 
NS at pp. 6, 7.) 


Our consideration of this case has 
led us to the same conclusion as that 
reached by the California court. 
While we hold that the orders under 
review are not within the Commission- 
er’s statutory authority, our decision 
leaves the Commissioner entirely free 
to determine whether the proposed ex- 
penditures meet the test of the budget 
statute as we construe its provisions. 

The decree of the circuit court is re- 
versed and the orders under review an- 
nulled. 


LATOURETTE, Justice, dissenting: 
The majority opinion in this case 
would perhaps be correct if the matter 
turned solely on the interpretation of 
Chap 132, Or. Laws, 1945, which 
amends § 1 of Chap 441, Or Laws, 
1933, relating to the power of the Com- 
missioner to regulate, restrict, and 
control budgets of expenditures of pub- 
lic utilities, but it seems to me that 
§ 2 of Chap 441, Or Laws, 1933, 
which is § 112-482, O.C.L.A., and a 
part of the law as amended, must be 
considered to arrive at a correct solu- 
tion of the matter. For some reason, 
this section was not briefed, argued, 
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or urged by any of the parties to the 
litigation and was not considered in 
the majority opinion. Section 2, supra, 
is as follows: 

“No public utility doing business in 
this state shall make any payment or 
contract to make any payment, directly 
or indirectly, to any person or corpora- 
tion having an affiliated interest, for 
service, advice, auditing, accounting, 
sponsoring, engineering, managing, 
operating, financing, legal, or other 
services, or enter any charges therefor 
on its books, which shall be recognized 
as an operating expense or capital ex- 
penditure in any rate valuation or any 
other hearing or proceeding, until the 
propriety and reasonableness of any 
such payment, or contract for payment, 
shall have been submitted to and ap- 
proved by the Commissioner. 

“No public utility doing business in 
this state shall enter into any contract, 
oral or written, with any person or 
corporation having an affiliated interest 
with relation to the construction, op- 
eration, maintenance, leasing, or use 
of the property of said public utility 
in Oregon, or any part thereof, or for 
the purchase of property, materials, or 
supplies, which shall be recognized as 
the basis of an operating expense or 
capital expenditure in any rate valua- 
tion or any other hearing or proceed- 
ing, unless and until such proposed 
contract has been submitted to and 
approved by the Commissioner. When 
any such proposed contract has been 
filed with and submitted to the Com- 
missioner he promptly shall examine 
into and investigate the same to deter- 
mine whether it is fair and reasonable 
and not contra to public interest. If, 
after such investigation, he shall deter- 
mine that it is fair and reasonable and 
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not contrary to the public interest, he 
shall enter his findings and order to 
this effect and serve a copy thereof 
upon the public utility, whereupon the 
contract may lawfully be recognized 
for the purposes aforesaid entered into. 
If, after such investigation, he shall de- 
termine that the contract is not fair 
and reasonable in all its terms and is 
contrary to the public interest, he shall 
enter his findings and order accord- 
ingly and serve a copy thereof upon the 
public utility, and it shall be unlawful 
to recognize said contract for the pur- 
poses aforesaid. 

“No public utility shall issue notes 
or loan its funds or give credit on its 
books or otherwise to any person or 
corporation having an affiliated inter- 
est, either directly or indirectly, with- 
out the approval of the Commissioner. 

“The action of the Commissioner 
with respect to each and all of the fore- 
going matters when submitted to him, 
shall be by findings and order to be 
entered within 90 days after the matter 
has been submitted to him for consid- 
eration, and the findings and order of 
the Commissioner with respect to any 
of such matters shall be and remain 
in full force and effect, unless and 
until set aside by suit brought and 
prosecuted, as provided in §§ 112- 
454 to 112-458, inclusive, and the 
public utility, or any other person or 
corporation affected by any such find- 
ings and order, may bring and prose- 
cute a suit to set aside such findings 
and order, or any part thereof, as pro- 
vided in said sections.” 

We see from the above that the pro- 
priety and reasonableness of the “con- 
tract for payment” must be submitted 
and approved by the Commissioner. 
We further observe that after an in- 
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vestigation, he has the authority, if he 
determines that the contract is not 
fair and reasonable and is contrary 
to public interest, to enter findings and 
an order accordingly, and it shall there- 
fore “be unlawful to recognize said 
contract for the purposes aforesaid.” 
The Commissioner made the following 
findings : 


“TV. 


“That there is no relationship be- 
tween the actual cost to the Ameri- 
can Telephone and Telegraph Compa- 
ny of rendering license services to the 
Oregon area of The Pacific Telephone 
and Telegraph Company and the pay- 
ments required to be made under the 
license contract based upon a percent- 
age of gross revenues.” ; 
and, 


—w. 


“That it is contrary to the public 
interest, the interest of The Pacific 
Telephone and Telegraph Company, its 
minority stockholders, and its ratepay- 
ers in the Oregon area to permit it to 
continue to make percentage of gross 
revenue payments to the American 
Telephone and Telegraph Company, 
pursuant to the provisions of the li- 
cense contract.” ; 
and thereafter entered the following 
order : 


“Now, therefore, based upon the 
foregoing findings, the Commissioner 
concludes that the provisions of P.U.C. 
Oregon Order No. 21057 are fair and 
reasonable and are in the public inter- 
est, and that said order will permit 
The Pacific Telephone and Telegraph 
Company to pay the American Tele- 
phone and Telegraph Company the ac- 
tual cost to it of any service of value to 
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The Pacific Telephone and Telegraph 
Company.” 

It is clear to me that the findings and 
the Commissioner’s order, supra, in- 
cluded an attack on the license con- 
tract itself, as well as on the expendi- 
tures under the contract. 

In the case of Pacific Teleph. & 
Teleg. Co. v. Public Utilities Commis- 
sion (1950) 34 Cal2d 822, 83 PUR 
NS 101, 104, 107, 109, 215 P2d 441, 
443, cited in the majority opinion, the 
supreme court of California held the 
license contract involved to be legal. 
One of the reasons for upholding the 
legality of the contract was that the 
law of California was not broad 
enough to give the Commissioner au- 
thority or power to regulate payments 
under the contract. However, the 
court said : 

“Many state legislatures, not satis- 
fied that the indirect control of pay- 
ments between affiliated utility cor- 
porations through rate regulation was 
adequate to protect the consumer and 
investor from the possible abuses that 
could arise out of contracts between 
the affiliated corporations, enacted 
statutes specifically granting to their 
Commissions power to regulate pay- 
ments under such contracts. See 49 
Harv L. Rev 957, 982-989. 


“In the absence of express statutory 
authority it has generally been held 
that a Commission’s control over con- 
tracts between affiliated corporations is 
limited to disallowance of excessive 
payments for the purpose of fixing 
rates. 


“In developing a nationwide tele- 
phone service, American has adopted 
the legally sanctioned practice of con- 
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ducting its local operations through 
subsidiary operating companies. It 
employs a method it considers reason- 
able in apportioning the costs of the 
services rendered by it to its subsidi- 
aries among them. The contract em- 
bodying that method cannot be differ- 
entiated from other contracts by which 
utilities secure labor, materials, and 
services, except on the theory that the 
judgment of management is suspect on 
the reasonableness of expenditures in 
contracts with affiliated corporations as 
it is not in other contracts. There is 
no public policy against affiliated cor- 
porations, however, and the Commis- 
sion can treat them differently only to 
the extent the legislature so provides 
or to the extent that they are used as 
a device to defeat the exercise of pow- 
ers the Commission has been granted. 
The Public Utilities Act is silent on the 
question of affiliated corporations, and 
only the legislature can properly de- 
cide whether they present such dangers 
of abuse that the Commission should 
have broader regulatory powers over 
them than it now has.” 


There were two strong dissenting 
opinions in that case. I quote from 
that of Mr. Justice Carter, at pp. 110- 
113 of 83 PUR NS: 


“The question here presented is not 
complex. The Pacific Telephone and 
Telegraph Co., an operating communi- 
cations utility in California, is com- 
pletely dominated and controlled by the 
American Telephone and Telegraph 
Company, a New York corporation, 
whose main function is to hold stock 
in and furnish various services to local 
telephone operating corporations 
throughout the country, most of which 
are controlled by it through stock own- 
ership. American enters into pur- 


ported license fee contracts with 
its numerous affiliates, including Pa- 
cific, under which the affiliates pay a 
percentage of their gross revenue for 
the services to be rendered by Ameri- 
can. It is conceded that in fixing rates 
for Pacific, our Public Utilities Com- 
mission may ignore the percentage 
basis of compensation under those con- 
tracts and allow only so much as is the 
reasonable value of such services or 
the cost thereof to American. The sole 
question is whether the Commission 
has authority to approve or disapprove 
such contracts. I believe there can be 
no doubt of such power. It arises (1) 
by necessary implication, and (2) by 
the wording of the Public Utilities 
Act.” 
[Quotations from Harv. Law Rev 
and St. Louis Law Rev are omitted. ] 
“Those considerations point up the 
vital importance of the power of the 
Commission to disapprove such con- 
tracts as a part of rate regulation and of 
the necessity that the ability of the 
utility to serve the consumers be not 
impaired. I cannot believe that the 
legislature intended to leave the Com- 
mission impotent to cope with those 
conditions. It may be that some meas- 
ure of protection is afforded by the 
power to refuse to recognize the license 
fee contract when fixing rates, but hav- 
ing that power, it of necessity follows 
that they may lock the door before the 
horse is stolen. It they may affect the 
utility management indirectly by sub- 
sequent action, surely they may take 
precautionary measures in advance. 
“The Alabama Commission has per- 
tinently observed in this connection: 
‘We cannot conceive that it will be 
contended that a Commission is with- 
out authority to halt a raid on the 
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treasury of the operating utility on the 
plea that we have no right in law to 
manage the property. From our point 
of view, it is not an assertion of man- 
agement, but rather an assertion of rea- 
sonable control over practices which 
the Commission has a right to prevent 
and should prevent before the injury 
has been done if it is possible for us to 
arrive there in time.’ (See Re South- 
ern Bell Teleph. & Teleg. Co. PUR 
1932E 207,210.) Certainly it was in- 
tended that the Commission would 
have the power incident, and in- 
deed vital, to protect the consumer 
from improvident waste of funds 
to the detriment of the service. 
They surely have the power to 
accomplish directly that which they 
may do by indirection. While it 
may be that there is no showing in the 
case at bar that the payments to 
American here involved will seriously 
jeopardize Pacific’s consumer service 
capacity, that is not necessary, for the 
situation is so fraught with potential 
and inherent dangers that this court 
should not overrule the Commission’s 


judgment that preventive advance ac-. 


tion is necessary. It must be remem- 
bered that these license fee contracts 
are not true contracts made at arm’s 
length or on an open market. They 
are between corporations, one of which 
is controlled by the other. As such 
they are subject to suspicion and 
therefore present dangerous potentiali- 
ties. It seems plainly obvious to me 
that if payments for such services are 
regularly supervised by the Commis- 
sion, it will not only inure to the con- 
sumer’s benefit, but will also put the 
utility in the advantageous position of 
knowing where it stands, thus escap- 
ing the risk of making excessive pay- 
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ments which will not be allowed in its 
rate base. That the Commission has 
such implied power is squarely declared 
by the Public Utilities Act. “The Rail- 
road Commission is hereby vested with 
power and jurisdiction to supervise 
and regulate every public utility in the 
state and to do all things, whether 
herein specifically designated or in ad- 
dition thereto, which are necessary and 
convenient in the exercise of such pow- 
er and jurisdiction.’ Public Utilities 
Act, Stats. 1915, p. 115, § 31, Deer- 
ing’s Cal. Gen. Laws No. 6386. 

“Secondly, it is clear that § 32 of 
the Public Utilities Act, quoted in the 
majority opinion, must be interpreted 
as empowering the Commission to 
regulate the purported contracts here 
considered. The literal wording there- 
of requires it. 

“Fear is expressed that if the in- 
stant contract is subject to approval 
by the Commission, all other contracts 
or expenditures of a utility may be 
scrutinized in advance. Whether or 
not that fear is well founded is not 
necessary to consider. I say only that 
the license fee purported contract be- 
tween the operating utility and its 
dominating father, Pacific and Ameri- 
can, may be so treated. There is a 
clear difference between such arrange- 
ments and others. They are not true 
contracts made at arm’s length. They 
are definitely subject to suspicion and 
potent with possibilities adverse to the 
interests of the consumers. 

“It must be conceded that the con- 
tract here in question was executed by 
officials of Pacific who were elected by 
American as the principal stockholder 
of Pacific and owe their allegiance to 
American. To say that such a con- 
tract is beyond the regulatory power of 
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the Public Utilities Commission, when 
it may endanger the ability of Pacific to 
serve its customers, is a step backward 
‘in the public utility regulation and may 
open the door to abuses seriously det- 
rimental to those dependent upon serv- 
ice from public utilities. While I 
think it is clear that the Public Utili- 
ties Act expressly empowers the Com- 
mission to regulate such contracts in 
the public interest, there can be no 
question that it was the intention of 
the legislature to confer upon the Com- 
mission all the power necessary to pro- 
tect the public interest. This, the ma- 
jority overlooks in placing a strict and 


strained construction upon the provi- 
sions of the act in order to arrive at 
the conclusion reached. 

“T would deny the writs and affirm 
the orders under review.” 

Since the legislature has expressly 
given the Commissioner the power and 
authority to pass on the propriety and 
reasonableness of the license contract 
herein involved and the Commissioner 
has made a finding and has entered 
an order that such contract is contrary 
to public interest, I believe his order 
was legal and pursuant to law. I 
therefore dissent. 





SECURITIES AND EXCHANGE COMMISSION 


Re American Power & Light Company 


et al. 


File Nos. 70-2298, 70-2296, 70-2297, 31-569 
Release No. 9947 
June 28, 1950 


PPLICATION by holding company for authority to sell com- 
A mon stock of its electric company subsidiary; memo- 
randum opinion filed showing basis for approval order issued 

February 3, 1950. 


Security issues, § 112 — Bidding for securities. 
1. A holding company selling common stock of its subsidiary must have 
reasonable latitude to conclude its negotiations and to present a transaction 
for consideration to the Securities and Exchange Commission, p. 123. 


Security issues, § 112 — Competitive bidding. 
2. The submission to a holding company of a later offer to purchase com- 
mon stock of its subsidiary, even though conceivably superior in some re- 
spects, cannot require the rejection of all earlier offers if competitive condi- 
tions have been maintained throughout the negotiating and bargaining 


processes, p. 123. 
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Security issues, § 112 — Sale of securities — Bidding. 
3. A holding company’s decision to accept an investment company’s offer 
to purchase a subsidiary’s common stock being offered for sale by the hold- 
ing company should not be set aside where the consideration to be received 
from the sale was arrived at after extensive arm’s-length negotiations and 
spirited competitive bidding, p. 124. 


Intercorporate relations, § 19.25 — Exemption under Holding Company Act — 
Temporary holding of utility stock. 
4. An investment banking concern purchasing from a holding company 
common stock of its subsidiary was granted an exemption under the Hold- 
ing Company Act where it was acquiring the securities for a limited period 
for the purpose of disposition or other liquidation in connection with a bona 
fide arrangement for the distribution of securities, p. 125. 


By the Commission: This proceed- 
ing concerns the sale by American 
Power & Light Company (‘Ameri- 
can’’), a registered holding company, 
of 500,000 shares (100 per cent) of 
the common stock of its electric utility 
subsidiary, Pacific Power & Light 
Company (‘Pacific’), to a group 
headed by A. C. Allyn and Company, 
Incorporated and Bear, Stearns & Co. 
(“Bear, Stearns Group’) for $16,- 
125,000 in cash. After public hear- 
ings and oral argument before us, we 
found that the transactions met the 
requirements of the statute and issued 
our order authorizing the sale.’ Be- 
cause of the urgent need for speed, we 
issued our order shortly after the con- 
clusion of the argument, and stated 
that in due course we would issue our 
formal findings and opinion setting 
forth the reasons for our conclusions. 
Following issuance of our order the 
sale of the Pacific stock was consum- 
mated by American, and subsequently 
American filed with this Commission 
a plan for the distribution of the pro- 
ceeds of that sale to its stockholders to 
which we refer hereinafter. This 


memorandum findings and opinion is 
the “formal findings and opinion” re- 
ferred to in our earlier order. 
American recently consummated a 
§ 11 (e) plan, approved by us on Octo- 
ber 4, 1949,* providing for the dis- 
tribution to its former stockholders 
of all of its principal assets other than 
the common stocks of Pacific, The 
Washington Water Power Company, 
and Portland Gas & Coke Company. 
American’s outstanding preferred and 
common stocks were reclassified into 
a single class of stock. This plan was 
approved as representing partial com- 
pliance with the Commission’s order, 
entered on August 22, 1942, pursuant 
to § 11 (b) (2), requiring the disso- 
lution of American,’ which order was 
affirmed by the United States Supreme 
Court on November 25, 1946.4 
Pacific is an operating electric util- 
ity company doing business in approx- 
imately 91 communities in northern 
Oregon and southern Washington, in- 
cluding Portland, Astoria, and Bend, 
Oregon, and Yakima and Walla 
Walla, Washington. The company 
serves approximately 140,000 custom- 





i a Company Act Release No. 9642, 
Feb. 3, 1950. 
2 Holding Company Act Release No. 9389. 
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ers and its operating revenues for the 
year 1949 were about $17,500,000. 
As of the end of 1949 its gross plant 
was about $76,000,000, and after de- 
ducting acquisition adjustments and 
retirement reserve, its net plant per 
books was about $60,000,000. As of 
December 31, 1949, Pacific’s total 
capitalization and surplus per books 
amounted to $65,738,030, of which 
62.8 per cent represented debt, 13.7 
per cent preferred stock, and 23.5 
per cent common stock and sur- 
plus. 

Prior to submitting the present pro- 
posal American had applied for ap- 
proval of a somewhat different pro- 
posal for the sale of its holdings of 
Pacific. The earlier proposal contem- 
plated the sale of the Pacific stock to 
a group headed by B. J. Van Ingen & 
Company (‘‘Van Ingen Group”), for 
a consideration which was dependent 
in part upon the ultimate realizations 
from subsequent sales by the purchas- 
ing group. At an earlier stage in this 
proceeding we concluded that an ex- 
emption from the competitive bidding 
requirements of Rule U-50 might 
properly be granted for the sale of the 
Pacific common stock, but we found 
that the maintenance of competitive 
conditions requirement of § 12 (d) of 
the act, 15 USCA § 79/1 (d), had not 
been met in negotiating the Van Ingen 
Group proposal, and that accordingly 
the transaction then proposed could 
not be approved until after full and 
free negotiations by American with 
all interested purchasers. Our conclu- 
sions at that stage of the proceeding 


are set forth in our memorandum opin- 
ion dated January 27, 1950 (Holding 
Company Act Release No. 9626), ac- 
companying our order with reference 
to the exemption from competitive 
bidding. For the reasons there set 
forth we determined, and our accom- 
panying order provided, that any pro- 
visions in the Van Ingen contract pre- 
venting, after the entry of that order, 
the full and free negotiation by Amer- 
ican with all interested purchasers, was 
null and void. Our memorandum 
opinion sets forth the pertinent facts 
concerning the transactions then pro- 
posed, and we find it unnecessary to 
repeat them at this time. 

According to the testimony of How- 
ard L. Aller, American’s president, he 
commenced, immediately after the en- 
try of our order dated January 27, 
1950, to negotiate freely with all in- 
terested purchasers for the sale of the 
Pacific stock. The only interested 
purchasers who approached Ameri- 
can, according to his testimony, were 
the Bear, Stearns Group, and a group 
headed by Allen and Company 
(“Allen Group”). The former group 
consisted, generally speaking, of those 
in the former Van Ingen Group, but 
with some different members and sub- 
stantially different participations. The 
Allen Group had previously been in- 
terested in the purchase of the Pacific 
stock, and had, prior to the hearing 
on the Van Ingen Group’s proposal, 
submitted a cash offer of $15,000,000. 
That offer had not then been consid- 
ered by American because of the exist- 
ence of the contract then in force be- 





5 The provision of the contract held by us 
to be null and void had been construed by the 
parties thereto as not permitting negotiations 
with any other persons until at least ninety 
days after the date of the contract (January 
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4, 1950), even though the requested: exemption 
from competitive bidding should be denied or 
the transaction disapproved by the Commission 
prior to the expiration of such 90-day period. 

















tween American and the Van Ingen 
Group. 

The record indicates that American 
undertook to negotiate with each 
group of bidders separately, to supply 
each of them with the same informa- 
tion, and to offer each an opportunity 
to make the best possible offer, but 
advised the prospective bidders that it 
would at no time disclose to either 
of them what price the other group 
proposed to offer. Although Ameri- 
can did not fix a positive deadline for 
submitting offers, its management 
scheduled a meeting of the company’s 
board of directors for a definite time, 
and advised the two groups that any 
bids received prior to that time would 
then be submitted to the board. The 
date of this meeting was later post- 
poned for one day at the request of the 
Bear, Stearns Group. 


As of the time so fixed for receipt 
of offers, the Allen Group submitted 
a definite offer, accompanied by a cer- 
tified check for $1,000,000 and a form 
of contract. The Allen Group offer 
provided for a base price of $15,525,- 
000 in cash, plus a participation in 
profits which might later be received 
by the group. This participation was 
computed at two-thirds of all profits 
after the Purchasing Group had recov- 
ered its cash payment ($15,525,000), 
a 10 per cent profit thereon ($1,552,- 
500), and its expenses. This offer 
was irrevocable for a period of two 
weeks. On the same day the Bear 
Stearns Group submitted an offer of 
$16,125,000 in cash which was not 
then accompanied by a form of con- 
tract or by a deposit. A form of con- 
tract and a $1,000,000 deposit were 
supplied by the Bear Stearns Group on 
the following morning. The directors 
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of American decided to accept the Bear 
Stearns Group offer and amended the 
company’s declaration to present it to 
the Commission for approval. 


After American had filed this 
amendment, and shortly after the 
hearing before the hearing officer con- 
cerning this matter had been recon- 
vened, Allen and Company submitted 
a further proposal in which it under- 
took, in connection with its offer, to 
increase the amount guaranteed to 
American by an additional $800,000 
in cash. American declined to enter- 
tain this proposal on the ground that 
it had already given both groups am- 
ple opportunity to submit offers, and 
that in the interests of reasonable ex- 
pedition and fairness to both groups, 
it would not engage in any type of 
“auction” procedure. 

The present transaction comes be- 
fore us under § 12 (d) of the act, 
supra, and Rule U-44 thereunder. 
The matters set forth in this section 
of the statute, which we must consider 
in passing upon declarations concern- 
ing sales of utility assets or securities, 
include “the consideration to be re- 
ceived for such sale, maintenance of 
competitive conditions, fees and com- 
missions, accounts, disclosure of in- 
terest, and similar matters.” We turn 
first to the problem of maintenance of 
competitive conditions. 

[1,2] Allen and Company, the un- 
successful bidder, contended that it 
was treated unfairly and that competi- 
tive conditions were not maintained. 
The Allen Group apparently based its 
argument primarily upon the addi- 
tional 24-hour period allowed to the 
Bear Stearns Group to submit a form 
of contract and an earnest money de- 
posit. American, however, had made 
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no specific requirement that any form 
of contract or deposit be submitted at 
any particular time, and the extension 
of time resulted in no change in the 
essence of the Bear Stearns proposal. 
We concluded that so long as the offi- 
cers of American dealt fairly with both 
groups, and since we could not find 
that the Allen Group was prejudiced, 
American might properly exercise 
reasonable discretion as to the man- 
ner in which offers would be received 
for submission to their board of direc- 
tors.® 


In addition, Allen and Company 
contended that American should have 
rejected the Bear Stearns Group offer 
when it appeared, after the opening 
of the hearing before us, that Allen 
and Company was then willing to im- 
prove its offer by guaranteeing an 
additional $800,000, as _ described 
above. We concluded that under the 
particular circumstances presented 
here this contention was also without 
merit. Obviously a selling company 
must have reasonable latitude to con- 
clude its negotiations and present a 
transaction for consideration to the 
Commission. The subsequent sub- 
mission of a later offer, even though 
conceivably superior in some respects, 
cannot necessarily require the rejec- 
tion of all earlier offers, provided that 
competitive conditions have been 
maintained throughout the negotiating 


and bargaining processes. Any other 
conclusion would destroy any effective 
procedure for bidding or negotiation 
other than on an auction basis, since 
any proposal submitted on either basis 
would be subject to rejection upon 
submission at the subsequent hearing 
of even a slightly increased offer made 
with knowledge of the other offer. 
We concluded, after considering all of 
the facts and circumstances, that in 
connection with these transactions 
there was proper maintenance of com- 
petitive conditions and that we should 
not interfere with American’s judg- 
ment in accepting Bear Stearns offer. 

[3] Turning next to the considera- 
tion to be received from the sale, we 
noted that the price of $16,125,000 
was arrived at after the extensive 
arm’s-length negotiations and spirited 
competition already described.7 We 
concluded that there was no reason 
for upsetting the judgment of Ameri- 
can’s management in accepting the 
Bear Stearns offer, and that no ad- 
verse findings were required with re- 
spect to the consideration being re- 
ceived from the sale. 

In view of the foregoing, we con- 
cluded that the proposed sale met the 
statutory standards and that the dec- 
laration should be permitted to become 
effective. 

No fees and commissions other than 
legal fees of its own counsel were be- 





8 We have never required any specific form 
of procedure for the maintenance of competi- 
tive conditions in a negotiated transaction. 
See, in this connection, Re Standard Gas & E. 
Co. (1945) Holding Company Act Release 
No. 6106, 60 PUR NS 321, and Re Interstate 
Power Co. (1946) Holding Company Act Re- 


lease No. 6516, 63 PUR NS 221. In the typi- 
cal case where an exemption from competitive 
bidding has been granted, formulation of a 
definitive contract may not be undertaken until 
after selection of the group. 


7 The per books earnings applicable to Pa- 
cific’s common stock varied during the last five 
calendar years from a low of $401,000 in 1945 
to a high of $1,776,000 in 1949. In connection 
with the proposed sale, Pacific indicated that 
it would charge the remaining unamortized 
amount in Account 100.5, amounting to 
$510,126, to earned surplus, thus eliminating 
an annual charge to income of about $255,000. 
If effect were given retroactively to this 
change in accounting treatment, the net income 
available for the common stock for the year 
1949 would have been increased to $2,031,000. 
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ing paid by American in connection 
with the sale. Under the circum- 
stances we made no reservation of ju- 
risdiction in our order to pass upon 
fees and expenses. However, before 
final payment, we shall expect that 
American will advise us as to the 
amounts of fees proposed and the 
counsel to whom proposed to be paid, 
and to indicate the character and ex- 
tent of services rendered. 

[4] A subsidiary matter involved 
in this filing concerned the application 
of the Bear Stearns Group and each 
member thereof for an exemption un- 
der § 3 (a) (4) of the act, 15 USCA 
§ 79c (a) (4), for a period of at least 
two years from the date of our order, 
from all of the provisions of the act 
applicable to holding companies other 
than § 9 (a) (2), 15 USCA § 791 (a) 
(2). In addition, the consolidated 
proceeding included applications un- 


der § 9 (a) (2) by A. C. Allyn and 
Company, Incorporated, Bear, Stearns 
& Co., and The Donner Corporation 
for approval of their respective acqui- 
sitions, such applications being re- 
quired because each of these three ap- 
plicants owns certain other utility 


securities. We concluded that, since 
members of the purchasing group 
were acquiring the securities for a lim- 
ited period for the purpose of disposi- 
tion or other liquidation, in connection 
with a bona fide arrangement for the 
distribution of securities, a temporary 
exemption for the group under § 3 (a) 
(4) might properly be granted and the 
acquisitions by the three members con- 
cerned might properly be approved 
under § 9 (a) (2). 

In connection with the exemption 
application the purchasing group 
agreed that it would give notice to the 
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Commission of certain transactions 
which might be undertaken by Pacific 
during the period while the purchasing 
group continued to hold control of this 
stock, and that the Commission might, 
upon receipt of such notice, notify the 
applicants to modify such proposed 
transactions, and in the event such 
modifications were not made, the 
transactions would not be carried out 
during the pendency of any proceeding 
which the Commission might institute, 
during a 10-day period, to determine 
whether the exemption should be mod- 
ified or revoked. Our order granted 
the application for exemption subject 
to the terms of this stipulation. In 
view of the existence of the dissolu- 
tion order and the requirements of 
§ 11 (b) of the act, 15 USCA § 79k 
(b), we concluded that the sale by 
American, and the transfer of the 
common stock of Pacific, were neces- 
sary and appropriate to the integration 
and simplification of the holding com- 
pany system of which American is a 
member. Accordingly, as requested 
by American, our order contained rec- 
itations in accordance with the mean- 
ing and requirements of the Internal 
Revenue Code, as amended, including 
§ 1808 (f), 26 USCA § 1808 (f) 
and Supplement R thereof. 

One question considered in the 
course of the hearings concerned the 
disposition of the proceeds to be re- 
ceived by American from the sale of 
the Pacific stock. In view of Amer- 





8In order to resolve any question as to the 
jurisdiction of the Federal Power Commis- 
sion over the issuance of securities by Pacific 
we modified our order to eliminate the require- 
ment of notification with respect to any trans- 
action which, except for such requirements, 
would be subject to the jurisdiction of that 
Commission. (Holding Company Act Release 
No. 9719.) 
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ican’s status under § 11 of the act, 
a substantial question existed as to 
the necessity of the retention by Amer- 
ican of any substantial portion of the 
proceeds of this sale. Accordingly, 
we reserved jurisdiction in our order 
with respect to the disposition by 
American of the proceeds to be re- 
ceived from the sale. As we have 
stated, American filed a further plan 
under § 11 (e) (File No. 54-189 
[June 28, 1950]) providing for the 
distribution of the proceeds of this sale 
to its stockholders. Concurrently 
with the issuance of this opinion we 


are approving that plan, subject to 
approval of an appropriate United 
States district court. 

For the reasons indicated we con- 
cluded that the declaration with re- 
spect to the sale should be permitted 
to become effective, that the applica- 
tions under §§ 3 (a) (4) and 9 (a) 
(2) should be granted, that appropri- 
ate recitals should be made pursuant to 
the Internal Revenue Code, and that 
the order should become effective upon 
issuance. Accordingly, our order was 
so issued as heretofore stated. 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Howard Meister et al. 


Vv. 
Erie City Water Bureau 


Complaint Docket No. 14925 
June 26, 1950 


OTION to dismiss complaint against municipal water com- 
M pany for refusal to extend water lines; denied. 


Municipal plants, § 11 — Commission jurisdiction — Service outside city. 
1. A municipal water utility rendering service outside corporate limits is 
subject to regulation and control by the Commission as to this service in the 
same manner and with the same force as if such service were rendered by 


a public utility company, p. 126. 


Discrimination, § 217 — Municipal water system — Service outside city limits. 


2. A municipal water utility which has elected to furnish service outside 
city limits cannot serve some and refuse to serve others under similar circum- 


stances, p. 128. 


By the CoMMISSION : 

[1] This is a complaint by Howard 
Meister and Edna Meister against 
Erie City Water Bureau, seeking an 
extension of the city’s water facilities 


in the township of Millcreek, on 12th 
street, between Cemetery road and 
Oregon avenue. 

On March 27, 1950, the city filed 
with the Commission its motion that 
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the complaint be dismissed on the 
ground “that the Pennsylvania Public 
Utility Commission has no jurisdic- 
tion over the Erie City Water Bureau 
which is a bureau of the city of Erie, 
a municipality of the Commonwealth 
of Pennsylvania.” Testimony having 
been concluded at the hearing held on 
March 27, 1950, we will deny any 
summary disposition of the instant 
complaint, but will consider, on the 
evidence taken at the hearing in this 
matter, whether the city is rendering 
or furnishing any water service out- 
side its corporate limits and thereby 
subject to regulation and control by 
the Commission as to this service and 
extension. Section 401 of the Public 


Utility Law, Act of May 28, 1937, 
P. L. 1053, as amended, provides on 
the subject as follows: 

Any public utility service 
being furnished or rendered by a mu- 


‘cc 
. 


nicipal corporation beyond its corpo- 
rate limits shall be subject to regula- 
tion and control by the Commission as 
to service and extensions, with the 
same force and in like manner as if 
such service were rendered by a public 
utility.” 

Complainants live at 3064 W. 12th 
street, Erie, outside the corporate lim- 
its of the city, in Millcreek township, 
and seek an extension of water service 
on W. 12th street from Cemetery road 
west to Oregon avenue, all in the 
township of Millcreek. 

Edna Meister, one of the complain- 
ants, testified that she had requested 
water service many times of the wa- 
ter department of the city of Erie, and 
that she had been directed to petition 
for water service through the super- 
visors of Millcreek township. Com- 
plainant circulated a petition for a 6- 


inch main at $3 per foot. Complain- 
ant further testified that there is city 
water on W. 12th street, 600 feet west 
and 1,400 feet east, and that these 
people in Millcreek township pay their 
bills to the city of Erie. On cross-ex- 
amination it was indicated that com- 
plainant could have water piped from 
llth street. In that case she testified 
that she had been advised that, if 
water were provided on 12th street, 
the water from 11th street would be 
shut off, and that she would be paying 
twice for the privilege of water service. 
Complainant further indicated on 
cross-examination that she had been 
advised by a representative of Erie 
City Water Bureau, several years ago, 
that if the people wanted to pay for 
the water line from Cemetery road, it 
would be provided, but subsequently 
other people could tie in without shar- 
ing the expense. 

Ira D. Jackson, a witness for com- 
plainants and a property owner at 3021 
W. 12th street, testified that he had 
signed a petition for a water line at 
$5 per foot. He indicated that Erie 
City Water Bureau, under this peti- 
tion, would install a 16-inch main, but 
only charge for a 12-inch main and 
assume the balance itself. 

Another witness, K. M. Overbeck, 
at 3036 W. 12th street, testified that 
he gets water from 11th street and 
that he paid Erie City Water Bureau, 
not Millcreek Township, for this con- 
nection. 

Edmund T. Weschler, at 3014 W. 
12th street, testified that he, with his 
neighbor, at 3024 W. 12th street, have 
a line from 11th street. They divided 
the cost of the line, about 400 feet from 
11th street to the rear of the houses 
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where it branched off. The bills were 
divided between them. 

J. D. Johnson, superintendent of 
the bureau of water, testified for the 
city. In his testimony he plainly in- 
dicated that the city has extended 
mains outside its corporate limits into 
Millcreek township to connect with the 
city’s water mains; and that exten- 
sions will be installed regardless how 
long, if the individual applicant(s) 
were willing to pay for the extensions. 
It was likewise plainly indicated that in 
a situation of the kind now before us 
involving a number of persons, the 
city preferred that a petition go 
through the supervisors of Millcreek 
township. It would bill the individ- 
uals out of the city for their water serv- 
ice at city-rate-plus 25 per cent and 
receive all revenue therefrom. 

This witness further testified that 
the department is prepared to serve in 
a reasonable time any requests of the 
supervisors of Millcreek township for 
12th street from Cemetery road to Or- 
egon avenue, if the supervisors ascer- 
tain the type main they wish, and ar- 
range for payment of costs. 

Respondent’s Exhibit No. 4 shows 
W. 12th street. It shows a proposed 
6-inch main from Cemetery road to 
Oregon avenue, 2,557 feet in length. 
It also shows a 16-inch main from 
Cemetery road to the Tracy school, 
and a proposed extension of the 16- 
inch main to Oregon avenue, 2,295 
feet in length. 

The city’s contention, in this case, 
is that the water bureau is merely a 
service agency for the supervisors of 
Millcreek township and that it is not, 
therefore, within the jurisdiction of 
this Commission. The city primarily 


has relied on the petition of the com- 
plainants, and others, for water serv- 
ice in Millcreek township, which were 
directed to the supervisors of Mill- 
creek township. 

Thus the city of Erie attempts to 
make it appear that Millcreek town- 
ship has provided for public water sup- 
ply facilities and service within its 
township boundaries and has con- 
tracted with city of Erie, whereby city 
of Erie acts as the agent or representa- 
tive of Millcreek township with respect 
to these facilities and service but city 
of Erie has not produced such a con- 
tract. 

We find that the evidence of record 
fails to establish or substantially sup- 
port this contention by the city. On 
the contrary, admissions by the city’s 
own witness show that city of Erie, 
by and for itself, and in its own name, 
has furnished its public water supply 
facilities and service to the public be- 
yond its corporate limits in Millcreek 
township. 

[2] The city of Erie, having elected 
to furnish its water service outside the 
city limits, cannot furnish its water 
service to some and refuse to furnish 
its water service to others under sim- 
ilar circumstances: Reigle v. Smith 
(1926) 287 Pa 30, 134 Atl 380; there- 
fore, 

It is ordered: 

1. That the motion to dismiss for 
lack of jurisdiction is denied. 

2. That city of Erie extend its pub- 
lic water supply facilities and service 
to complainants and others, on 12th 
street, between Cemetery road and 
Oregon avenue, in Millcreek township, 
Erie county. 
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Status of Production of Heavy 
Electric Power Equipment 


o meet the large estimated increase in 

electric power requirements of the nation 
brought about by the rapid turn of interna- 
tional affairs climaxed by the start of the war 
in Korea, the electric utilities of the country 
were prompt to place orders for a vast amount 
of new heavy electric power equipment over 
and above that already on order and scheduled 
for delivery, according to Walker L. Cisler, 
chairman, EEI Electric Power Survey Com- 
mittee. 

During the six months’ period following 
April 1, 1950, the aggregate capacity of new 
equipment ordered totaled 8,600,000 kw. Added 
to the amount on order as of April Ist the 
total is 21,600,000 kw. Of the capacity ordered 
since April Ist, 8,100,000 kw is thermal in the 
form of steam turbine-generators and the re- 
maining 500,000 kw is in the form of hydraulic 
units. The new equipment is characterized by 
units of very large individual capacity. 

During the first nine months of 1950 the 
manufacturers delivered over 4,000,000 kw of 
new capacity and scheduled deliveries during 
the balance of the year exceed 2,000,000 kw, 
making the 1950 total more than 6,000,000 
kw. Scheduled deliveries during 1951 are also 
over 6,000,000 kw and for 1952 they reach 
almost 8,000,000 kw. In 1953 the present sched- 
ule calls for delivery of about 2,600,000 kw. 
This means that since the beginning of 1948, 
the total amount of new capacity delivered 
and on order scheduled for delivery for utility 
use in this country amounts to almost 34,500,- 
000 kw or 66 per cent of the total installed 
capacity at the beginning of 1948. 

Despite the great amount of new capacity 
on order at the time of the country’s embark- 
ment on the national defense program a few 
months ago, the manufacturers have been able 
to accept the new orders for early delivery 
without interfering with previous schedules. 


Richardson to Unveil New K-39 
Coal Scale at Power Show 


T= RicHARDSON ScaLE CoMPANY, Clifton, 
New Jersey, will display its new “K-39” 
automatic coal scale for the first time at the 
National Power Show, November 27th to 
December 2nd. 

This latest addition to Richardson’s line of 
scales incorporates several new and exclusive 
features. Most important of these is its ability 
to remain pressure-tight under back pressures 
up to 60 in. of water. This pressure-proof 
feature: (1) contributes to combustion effi- 
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)/] Industrial Progress 


A digest of information on new construction by pri- 

uately managed utilities; similar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 








ciency by preventing loss of primary air 
through the coal scale; (2) helps maintain a 
clean boiler room; (3) assures consistently 
accurate scale performance even under high 
back pressures. 

The new “K-39” coal scale is available with 
hopper capacities of 400 or 500 pounds. Maxi- 
mum hourly coal capacities are 30 and 40 tons. 

Complete information is available in a new 
12-page bulletin, No. 0250. Copies may be 
obtained from the manufacturer. 


Consumers Power to Add 
Another Unit 


( Seeueee Power Company has placed an 
order for an additional steam-turbine gen- 
erator unit of at least 85,000 kilowatts capacity, 
according to Justin R. Whiting, president. 
Plant location for the new unit, scheduled for 
delivery in 1953, is to be determined. 
Supplementing the two recently announced 
steam turbine generator units, totaling 170,000 
kilowatts, at the new Justin R. Whiting plant 
now under construction, the company’s current 
program provides a 135 per cent increase in 
steam generating capacity since World War 
II, and by 1953 will bring total steam and hydro 
capacity to more than 1,300,000 kilowatts. 


Pipe Line Crosses 
Hudson River 


Ou of the most difficuit engineering feats 
in the construction of the 1,840-mile nat- 
ural gas pipe line from Texas to New York 
was completed November 2nd with the cross- 
ing of the Hudson river. The operation, meas- 
uring 4,680 feet from the valving station at 
Edgewater, New Jersey, to the metering pier 
at 134th street, Manhattan, is the longest river 
crossing in the entire system of Transconti- 
nental Gas Pipe Line Corporation, comparing 
with the 4,000-foot crossing of the Mississippi. 

Preparations for the Hudson river crossing 
have been under way since the spring of this 
year. Original plans of the contractor which 


(Continued on page 26) 




















Sturd 
erful leverage, wire snips. 
Weighs 9 ozs. Cometes 
with flat lettered dies $6 
Slotted or recessed dies, 75c 
additional. Order direct. 


A. C. GIBSON CO., INC. purrato's. N.Y. | 


y steel construction, pow- 
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INDUSTRIAL PROGRESS—( Continued) 





called for laying the pipe beneath the river 
bed by a high-pressure jetting process were 
changed when further exploration of the bot- 
tom revealed compacted silt which resisted the 
effect of the jets. Subsequently, a deep trench 
was dredged across the river from the Jersey 
shore to a depth of 25 feet and a width of 
30 to 50 feet. 

The crossing technique finally adopted was 
a modification of the traditional method of 
welding a complete length of pipe and pulling 
it across to the opposite shore. 

The New York end of the pipe, bent to con- 
form with the profile of the main river channel, 
will be inserted into a cofferdam alongside 
the new metering pier. There the last welds 
will be made. Finally, the hook-up of the pipe 
in the river with the pipe on the Jersey shore 
will be accomplished and all will be in readi- 
ness for turning on the natural gas about 
December Ist. 


Booklet Covers Ash and Flyash 
Handling Systems 


N®™® booklet offered by Beaumont Birch 
Company gives detailed information on 
both hydraulic and pneumatic ash and flyash 
handling systems. The booklet, compiled in 
question and answer form, discusses the ele- 
ments and advantages of the various systems, 
and also of various disposal schemes, such as 
pumping to fill area, or pumping to storage 


sump or dewatering bin for removal of asb 
by truck. Actual schematic drawings of 
arrangements under specific conditions, also 
diagrams of basic arrangements, are included. 
Copies are available on request from the 
manufacturer, 1505 Race street, Philadelphia 
2, Pennsylvania. 


Dayton Pwr. & Lt. Advertising 
Wins Socrates High Award 


Neos advertising created and pro- 
duced by Hugo Wagenseil & Associates 
Advertising Agency of Dayton, Ohio, has won 
the Socrates High Award of. the Year for 
The Dayton Power and Light Company in 
the annual contest conducted by Public Utility 
Ad-Views. 

Special recognition for the award was given 
to K. Fitzpatrick, Jr., manager of public rela- 
tions and advertising for the power firm; and 
Hugo Wagenseil, president of the firm’s 
agency. 

The award was given for these qualities in 
the advertising program: (1) sincere concern 
for attracting and holding the reader’s inter- 
est; (2) illustrations are clearly delineated and 
halftones are placed against a simple back- 
ground or ample white space; (3) nice 
balance between humorous and _= serious 
approaches; and (4) the advertising expresses 
the personality of the company as friendly, 
reliable and completely trustworthy. 
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PUBLIC UTILITY 
PRINTING SPECIALISTS 


REGISTRATION 
STATEMENTS 


For more than a quarter of a century, Pandick Press 


has worked closely with utility companies. Our printing 


services to the industry range from highly technical 


PROSPECTUSES 


legal documents to beautifully illustrated descriptive 


brochures in full color. 


Whatever the nature of your printing requirements, 


we believe you will like the assurance of accuracy and 


ANNUAL REPORTS 


INDENTURES 


highest quality that “Printed by Pandick” brings you. ° 





22 THAMES ST., NEW YORK 6 


Pandick Press, Ihe 


Established 1923 


71 CLINTON ST., NEWARK, NJ. 
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This man is recording a meter reading on 

in IBM Card with just a few, simple pencil 
marks. These marks are the only manual oper- 
ition necessary for performing your billing faster 
}han ever before. No chance for errors due to 
jaulty transcription or subtraction, or to illegible 
Writing. No chance for errors in any manual 
processing—because the figure-indicating marks 
re sensed electronically and translated into 
punched holes by an IBM machine. 

=a |) INTERNATIONAL BUSINESS MACHINES CORPORATION 








gs Automatically Transcribed at 


100 Meters a Minute 


This automatic mark sensing by an 
IBM machine will help you pre- 
pare regular and irregular bills at 
high speed. For more information 
on low-cost Public UtilityAccount- 
ing, send in the coupon below. 


IBM, Dept. E 
590 Madison Avenue, New York 22, N. Y. 
Please send me the following booklets: 


r 
| 

I 

I 

! ((] General Accounting for Electric, Gas, 
| ‘~ and Water Utilities 

! [[] Customers’ Accounting for Electric, Gas, 
| and Water Utilities 

| 

| 

I 

| 

| 
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Company. 
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PUBLIC UTILITIES 
REPORTS 


The national reporting service, 
ov tic decisions 
of commissions and. courts , 
dealing with the problems of 
Annval Subscription utility regulation. Five vol- 
Price umes a year—$7.50 each. 

) Pn 50 Annual Index—$6. 





PUBLIC UTILITIES 
Fortnightly 

A magazine of current opinion 
and news, conducted as an 
open forum and containing 
discussions of firing-line prob- 
lems; also summaries, anoly- 
ses and explanations of day- 
to-day developments. 


PUBLICATIONS AND SERVICES 


Essential to those interested in the public utility 
industries, their regulation and allied topics. 





$15 
Twenty-Sia 
Issues a Yeor 











P.U.R. 
Cumulative 
DIGEST 
The only complete and outhorite- 


tive encyclopedia of Public Service 
law and Reguiation. A life-time 
Digest,; kept up-to-date by annval 
supplements. 








P.U.R. EXECUTIVE 
Information 
Service 
A Weekly Tetter from the Na- 
tion's Capital, highlighting im- 
portant happenings, trends and 


policies. Reading time: 20 
minutes. 





$12.50 
Quarterly 








SEC 


A brief and pointed digest of 
the administrative rulings of the 
. Securities and Exchange Com- 
mission under the Public Utility 
Holding Company Act. Issved 
twice each month. 






$25 Qvorterly 
QE 








VOL. 1 (SEC) 


A tion of the 
Public oan Holding Company 
Act, with the Commission's rules 
and regulations, full index ond 
periodical upkeep supplements. 





Price: $12 


FPC 


A brief and pointed digest of 
the administrative rulings ‘of 
the Federt! Power Commission 
under the Federal Power Act 
ond the Natural Gas Act. Is- 
sved once each month. 


FEDERAL UTILITY REGULATION ANNOTATED 
Current Services 


$36 Annually 





Se 
ee 








VOL. 2 (FPC) 


A tati of the 
Federal Power Act and the Na- 
tural Gas Act, with the Com- 
mission's rules and regulations, 
full index and periodicel up- 
keep supplements. 





FEDERAL UTILITY REGULATION ANNOTATED 


Prices $15.50 























Ten brief questions on up-to-date 
problems, answered by the commis- 
sions and courts. An easy way for a 
busy man to keep informed on current 
vtility regulation. 


a a P.U.R. 
Question Sheets 
Twenty-Six issves Annually $10 











Send for our catalogue describing these and other publications 


PUBLIC UTILITIES REPORTS, inc. 


MAUNSEY BUILDING ” * PUBLISHERS WASHINGTON 4, 0. ¢. 


fast, economical, dependable 
trenching performance... 
tailored to utility needs 


More than 25 years of close-working 
cooperation with the nation’s utilities 
have tailored CLEVELAND TRENCHERS 
to your special needs. Widely different 
trench sizes, narrow city clearances, 
easily damaged walks and lawns, 
tough off-season digging, short scat- 
tered jobs, close deadlines—these are 
the problems CLEVELANDS are built to 
handle. Records prove you get more 
production—with lower fuel and main- 
tenance costs—over a longer working 
life. Call your local distributor today 
or write direct for the full CLEVELAND 
story...the perfect answer to your 
present and future trenching needs. 





cf ‘) 
“a ny 


THECLEVELAND TRENCHER (0. %. ..2’ 
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FACILITIES FOR THE SMALLEST OR THE LARGES 


The 225-acre Newport News plant includes plate steel and machine shops 
equipped with a complete variety of tools to fabricate items of water power equip- 
ment of any size. Contracts received by Newport News for hydraulic turbines with 
an aggregate rated output in excess of 7,000,000 horsepower have included units as 
high as 165,000 horsepower and as low as 500 horsepower. 


Supplementing the extensive facilities are the equally important experienced 
and skilled personnel at Newport News to design and build such equipment. 


Your inquiries for hydraulic turbines of any size will receive prompt attention. 


Write for illustrated booklet on water power equipment. 


NEWPORT NEWS 


SHIPBUILDING AND DRY DOCK CO. 
NEWPORT NEWS, VIRGINIA 
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AN ARCHITECT GOT A MONEY-MAN TO ADMIT, 


[ never thought of floors in relation to earning power” 


























HERE'S WHAT THE ARCHITECT SHOWED 
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Why Q-Floor reduces building time 
20 to 30%. 


Q-Floor is steel subfloor, delivered pre- 
cut. Two men can lay 32 sq. ft. in 30 see 
onds. Construction is dry, incombustible. 
The Q-Floor is immediately used as plat- 
form by other trades. No delay for wet 
materials. No forms, no falsework, or fire 
hazard. Even when steel is slow in delivery, 
steel is still faster. You must allow time for 
demolition and excavation. By that time, 
the steel is ready. Steel construction gives 
a faster completion date. Completion time, 
not starting time, determines how soon 
your investment pays off. 





“Floors are such a small fraction of total cost, one tends to forget 
that floor space is actually what a building is for. You say a steel 
|  Q-Floor costs less than the carpet to cover it? Yet it provides 
| electrical availability over the entire exposed area of the floor. And 
| the steel construction, being dry, reduces building time 20 to 30%. 
These are factors any investor can easily translate into terms 
of money saved. They mean more revenue over the years 
and earlier revenuc right from the start. Let’s look at the details—” by headers for carrying the wires of every 














Write for the simple facts— hole, takes literally only a few minutes. 

No muss with trenches. Tenants can have 

H. H. ROBERTSON COMPANY os many ope my EE 

exactly, please. - 

2424 Fermors Bank Building, Pittsburgh 22, Pennsylvanie tly flexible floor pl keep a build- 

Factories in Ambridge, Pe., Hemilten, Ont., Ell ° Englend ing permanently modern. The exterior may 
with 


Offices in $0 Principal Cities [ @ . ) Werld. Wide Building Service 
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WITHOUT SPECIAL PROTECTION 


at an electric power station. 


° This transformer fire did $50,000 damage 


MULSIFYRE NOW ON GUARD 
TO KILL OIL FIRES FAST 


When an oil fire breaks out in transformers 
protected by a Mulsifyre system, a battery of 
spray projectors puts out the fire... fast. Auto- 
matic, heat-actuated release devices assure quick 
operation. Extinguishment occurs within a few 
seconds after the emulsion-forming spray strikes 
the surface of the burning oil. 


Mulsifyre projectors are approved by Under- 
writers’ Laboratories, Inc. for extinguishing fires 
in flammable oils immiscible with water, wher- 
ever such oil is a fire hazard. There is no con- 
ductivity along the discharge of a Mulsifyre pro- 
jector when the spray strikes conductors carrying 
high voltages. 


Mulsifyre high-velocity projectors produce drops 
large enough and drive them fast enough to pene- 
trate the flames without complete vaporization in 
flight, but limit their velocity so the surface of the 
burning liquid is agitated into an emulsion instead 
of passing through the oil without fire-extinguish- 
ing effect. After a period of time, the emulsion 


Transformers at this elec- 
tric power station are now 
safeguarded by a Grin- 
nell Mulsifyre installation. 
Fast, automatic spray ac- 
tion is being demonstrated 
here. 


breaks down, oil and water separate, and the oil 
can be reclaimed. ; 


Mulsifyre systems have proven their effectiveness |) 
during sixteen years of extinguishing transformer |) 
fires. Today they protect hundreds of installations | 
all over the world. 


For information on Mulsifyre Systems or other | 
Grinnell Fire Protection Systems write to: 
Grinnell Company, Inc., Providence, R. I. Offices 
in principal cities. 


GRINNELLMadfyte 


EMULSION—EXTINGUISHMENT OF OIL FIRES 
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Can You Be Confident? 


: hoo. - o e . . 
on F in conjunction with your next annual meeting— 


are now 


a Grin- : ; 
ation or at some contemplated special meeting—pro- 
ray a posals other than routine are to be voted upon—to raise 


strated 
debt ceiling—authorize new securities—grant conversion 


privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management’s 
recommendations with adequate votes of approval—on 


time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 


proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 


information. 








National or Sectional Coverage 


* + 


DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS * PHILIP H. CARPENTER * WARREN W. AYRES 


ey ae aor 


70 PINE STREET, NEW YORK 5&5, NEW YORK 
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. «» for low-cost transportation 


8 great truck engines—each “Job- 


POWER: 

Rated” for — power. 

ECONOMY: . . . priced with the lowest. 
Rated” for yj EERE and long life. 
BIGGER PAYLOADS: .. . 
overloading axles or springs because of 
Rated” WEIGHT DISTRIBUTION. 
EASIER HANDLING: .. . 
in tight places. “Job-Rated” 
COMFORT: . . . widest seats... 
best vision of any popular truck. Air-cush- 
ioned, adjustable “chair-height” seats. 
SAFETY: . . . finest truck brakes 
in the industry . . . hand brake 
operating independently on 
propeller shaft on all models 
—'4-ton and up. 


wits DBE: 


“Job- 


carry more without 


“Job- 


-- 
- 


“Seeccnesoo™™ 


sharper turning! Parks 
maneuverability! 


. windshield with 


WHETHER YOU'RE putting up new power lines 
or making emergency repairs, there’s a 
Dodge ‘‘Job-Rated’” truck to save you 
money! 

Your Dodge truck will be ‘“‘Job-Rated’”’ 
from engine to rear axle to fit the load 
and road conditions of your particular 
~ It will have an engine that’s “‘Job- 
ated” to give you plenty of power with 
top-notch economy. 
Small wonder, then, that you’ll save 
money on gas, oil, and upkeep! 
And remember, Dodge ‘‘Job-Rated’’ 
trucks are priced with the lowest in every 
weight class! See your Dodge dealer 
today . . . for a truck that’s “‘Job-Rated” 
to cut costs! 


ZT RUCK Gopi ith te oe 
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: ‘MERCOID 
| CONTROLS 


ou can always count on 
their fine engineering 
to give very dependable 
service for a long time. 
They are built to last. 





















| 


THE MERCOID CORPORATION 
4201 BELMONT AVE. CHICAGO 41, ILL 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. » » 





Tae American Arppraisat Company 
ORIGINAL COST STUDIES ¢ VALUATIONS ¢ REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 


NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and Genéral Testing — Inspections — Research — Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 














ge for, Bacon & Davis 


~ gD v ease Ss Engineers CONSTRUCTION 


RATE CASES 
NEW YORK @ PHILADELPHIA @ CHICAGO @ LOS ANGELES 














GIBBS & HILL neo. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEW YORE LOS ANGELES 
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PROFESSIONAL DIRECTORY (continued) 





GILBERT ASSOCIATES, Inc. 








ENGINEERS POWER ENGINEERING SINCE 1906 SPECIALISTS 
Steam, Electric, Gas Purchasing and Expediting 
Hydraulic, Sanitation Serving Utilities and Industrials Rates, Research, Reports 
Designs and Construction Personnel Relations 
bianes enk Ganeuee Reading @ New York @ Houston Original Cost Accounting 


Feed Water Treatment Philadelphia @ Washington Accident Prevention 








—— HENKELS & McCOY —— 








Electric & Telephone Line Construction Company 





ppmrerenevapcnrrarren ayy CORTES SIONS cusmsens coneats 

UND 

CONSTRUCTION MAINTENANCE PHILADELPHIA TREN TRIMMING 
BaLL FIBLD LIGHTING Wilmington, Del. * Portland, Me. * Altoona, Pa. GAS AND OIL Lines 











NOW WORKING IN FOURTEEN STATES 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


231 So. LaSalle Street Chicago, Illinois 











HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 


1384 HOLLY AVENUE ° COLUMBUS, OHIO 




















JENSEN, BOWEN & FARRELL 

ENGINEERS 

ANN ARBOR, MICHIGAN 

APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 
REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 





ar a - ee = 
Joe ul Corpourton 
Je Nubhyan oration 


ENGINEERS? CONSTRUCTORS 


1 }O NORTH BROAD STREET PHILADELPHIA 21 PA 





(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 


Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








Pioneer — agente Co. 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CONSULTING, DESIGNING AND 


OPERATING ENGINEERS 
PURCHASING 





231 SOUTH LA SALLE STREET. CHICAGO 4, ILLINOIS 








SANDERSON & PORTER 
ENGINEERS 
CONSTRUCTORS 


S&P 











Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usilities—Industrials 
Studées—Reports—Design—Supervision 
Chicago 3, Ill. 








The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 


Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 
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PROFESSIONAL DIRECTORY (concluded) 





ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 

Water, Sewage and Industrial Waste Problems 
Alrfieids, Refuse Incinerators, industrial Bulidings 
City Planning, Reports, Valuations, Laboratory 


121 SOUTH BROAD STREET PHILADELPHIA 7 


Organization and Procedural Studies 


ARTHUR LAZARUS 
MANAGEMENT CONSULTANT 


70 Pine Street . New York 5, N. Y. 
BOwling Green 9-5165 








BLACK & VEATCH 


CONSULTING ENGINEERS 
Appraisals, reo” and re 
ports, design and s ervisi on of con- 
struction o Public t tility Properties 


4706 BROADWAY 


KANSAS CITY, MO. 


LUCAS & LUICK 


ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatie St., CHicaco 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctric Co. 
Electrical Contracting Engineers 
TRANSMISSION LINES—UNDERGROUND DistRi- 
BUTION — Power STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


2416 SouTH MICHIGAN Avs. CHicaco 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. 


ENGINEERS 
HARRISBURG, PENNSYLVANIA 


1 igati Reports—A 


Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 





SLATER-BYRNE MANAGEMENT 
ASSOCIATES 


Raymond G. Ankner, Consultant 
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In one of the country’s newest 


sand most modern substations... 


EXIDE-MANCHEX 


BATTERIES 






gram. (Photo by P.S.Co. of N.H.) 
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Bank of 60 Exide-Manchex EME-11 Batteries in new Hudson Station. 


The new Hudson Substation of Public 
Service Company of New Hampshire is one 
of the most efficiently designed and equipped 
in the country. It’s on the Nashua terminus 
of a 115-kv transmission line from the 
recently constructed Schiller Mercury Steam 
Generating Station. Also, it is a terminus 
of a power exchange across the Massachu- 
setts border. 


In the battery room is a 60-EME-11 Exide- 
Manchex Battery, whichis used forswitchgear 
operation, emergency lighting and communi- 
cation. Considered in its selection were 
its fine service record and many outstanding 
features, which include: 


e the famous manchester positive plate with 
its exclusive lead button construction. 


e slotted plastic separators, impervious to 
chemical and electrical reaction. 


e plastic spacers that maintain plate align- 
ment. 


@ the latest development in molded glass jars. 


e heavy terminal posts with copper inserts 
for extra conductivity. 


Combined, these and other outstanding 
characteristics assure you of positive switch- 
gear operation. Use the Exide-Manchex for 
all stationary battery applications in central 
and substation service. 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 


“Exide” and ‘‘Manchex” Reg. Trade-marks U.S, Pat. Of. 


1I888...DEPENDABLE BATTERIES FOR 62 YEARS...1950 
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New Hudson Substation of Public Service Company of New 
Hampshire, a unit in the company’s large expansion pro- 
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and have gained more system capacity in less time and at less 


cost than we could have in any other way” 


The Brockton Edison Company has this to say 
about capacitors: 


“By 1941, rapid increase in loads indicated a need 
for major system improvements. More system carrying 
capacity was needed. Voltage control requirements 
were increasing and additional voltage taps on our 
transmission transformers appeared necessary. 

“Capacitors were considered along with other 
methods for increasing carrying capacity. We had 
three installations, the oldest dating from 1920, so we 
knew they were reliable. A system study showed this: 
widespread installation of capacitors would give us 
better voltage regulation and more carrying capacity 
than any other plan we were considering. Capacitors 
would cost less, could be delivered faster, and could be 
installed more easily. And they could be purchased a 
group at a time, as we needed them. 

“With the installations made, we now have 34 kvar in 
capacitors for every 100 kva of system peak load. All 
are automatically switched in pole-mounted groups, 
located at the load center of distribution feeders. In 
our program, time clocks are used to control the switch- 
ing of each individual installation, so that the system 
benefit from the locally supplied kilovars does not de- 
pend on temporary conditions on individual feeders. 


THE BROCKTON EDISON ©O 


“We now have more peak-load capacity, less voltag 
drop and lower distribution and transmission losses, 
than any of our other proposals could have provided 
The total cost for these capacitors has been lower tha 
the expenditure which otherwise would have bee 
necessary.” 
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